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A Financial Notebook 








Free Trade or No? 

THE project for a European free 
trade area has met with serious and 
possibly critical difficulties in recent 
weeks. Most of the obstacles have 
been of French manufacture and 
the last of them, the disappearance 
of yet another French Government, 
may postpone decision on the major 
issue some weeks longer. Such a 
delay would itself be a most serious 


setback. Britain’s endeavour to 
reach some kind of conclusion in 
the free trade area discussions 1s 


geared to the Commonwealth Eco- 
nomic Conference, which is due to 
meet in Montreal in mid-September. 
The course of that meeting and the 
plans that will be drawn up for closer 
Commonwealth trade might assume 
avery different look if the plan for 
a free trade area fell through. 

Before the French Government of 
M. Gaillard delivered its incidental 
but serious blow to the project by 
ceasing to exist, it had made its 
hostility to the free trade area very 
evident and had put in certain 
French counter-proposals. ‘These 
were not intended as a real basis for 
discussion but as a means of stifling 
by delay. The French had sug- 
gested in the first place that the 
negotiations with prospective free 
trade area countries should not only 
be conducted separately, between 
the common market on one side and 
each free trade area candidate on the 
other, but that they should be further 
broken down industry by industry. 
Xo better formula could be devised 


to drag out the negotiations well 
beyond the point of exhaustion. 
For good measure, the French also 
proposed that in return for admission 
to a free trade area, Britain should 
offer to share with common market 
and free trade area countries the 
preferential advantages it enjoyed in 
Commonwealth markets. ‘There was, 
needless to say, no accompanying 
suggestion that the common market 
countries should, like Britain, offer 
the Commonwealth duty-free entry 
of agricultural and other goods. 

These French counter-proposals 
have never been tabled ofhcially but 
have been circulating among the 
other members of the common mar- 
ket, where they are believed to have 
undergone considerable criticism. 
The most constructive rejoinder has 
come from the other relatively high 
tariff country in the common market, 
Italy. The French have all along 
demanded complete harmonization 
of the tariffs of the free trade area 
with the common tariff of the 
‘Six’. Signor Carli proposes a 
compromise, by devising certain 
zones of tariffs within which com- 
plete harmonization need not take 
place, provided the tariffs keep with- 
in the agreed ceilings and floors. 


Threat to EPU 

The crisis in the free trade nego- 
tiations has also been very much to 
the fore in the discussions that have 
taken place during the visit to 
Britain of Dr Adenauer. ‘The 
Federal Chancellor is himself a sup- 
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porter of the free trade area, but he 
is an even keener supporter of the 
ideal of political federation of Europe, 
the cause to which the common 
market is ultimately dedicated. He 
has therefore been prepared all along 
to pay a considerable economic 
price in order to secure the co-opera- 
tion of France. Whether he is also 
prepared to face the economic and 
political division of Europe that 
must emerge if the free trade area 
negotiations finally fold up is a 
question to which no clear answer 
has yet been given. One of the ele- 
ments of European economic co- 
operation that would be immediately 
endangered by a failure of the free 
trade area project would be the 
European Payments Union, due to 
be renewed on June 30 next. In 
the discussions on this renewal that 
have been taking place in Paris 
during the past few weeks, both 
Switzerland and Britain have em- 
phasized that they could not con- 
tinue to support the facilities of the 
Union if its main beneficiaries 
formed a restrictive trading bloc. 


Markets after the Budget 

The restraint in Mr Heathcoat 
Amory’s budget was matched in its 
stock market reception: the Chan- 
cellor had provided no reasons for 
any notable change in the market’s 
course. In equities the sorting out 
of immediate gainers and immediate 
losers from the reform of profits tax 
which everyone welcomes has left 
the general level of the market little 
changed, in spite of the advances in 
some beneficiaries from the purchase 
tax concessions. A week afterwards 
the industrial share index of the 
Financial Times stood at 171.0, 
actually a shade lower than on budget 
day——but it had risen from lows of 
161.7 and 154.4 in late March and 
late February respectively. 

For medium and long gilt-edged 


stocks the budget has been rightly 
seen as a welcome consolidating in- 
fluence rather than as one likely to 
justify any strong advance. The 
conservatism of the budget policy 
will strengthen the foundations for 
this market, but the practical tactics 
of vigorous funding that this policy 
postulates will act in some degree 
as a brake upon price rises, except 
perhaps in the shorts. The dis- 
count market has quickly drawn the 
obvious conclusion that restraint in 
budgeting leaves more scope for an 
easing of Bank rate. At the tender 
following the budget the decline in 
the Treasury bill rate became still 
more pronounced—partly in conse- 
quence of the further reduction of 
Federal Reserve re-discount rates, 
on April 17, from 2} to 1? per cent. 
At just under 57 per cent, the 
London ‘Treasury bill rate is now 
fully 3 per cent lower than on the 
morrow of the Bank rate reduction 
to 6 per cent on March 20. 


Sterling at the Peak 


Undisturbed by the threat of 
labour disputes and the anti-Govern- 
ment swing in the local elections, 
sterling has held very firm. Just 
after the budget, the rate touched 
$2.81%, the effective limit beyond 
which the authorities will not allow 
it to rise. The intake of gold and 
exchange follows the near-record 
rise of $231 millions in the reserves 
in March, bringing the gain in the 
first quarter of the year to very 
nearly $500 millions, and the total 
of the reserves to $2,770 millions, 
which even after making allowance 
for the $250 millions drawn from 
the Export-Import Bank in October 
is comfortably above the level before 
the summer crisis. The exceptional 
magnitude of the increase in March 
reflected in part the swelling of the 
balance with EPU in the previous 
month by the purchases of sterling 
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by Royal Dutch Shell; the EPU 
settlement brought in $94 millions 
in March, whereas the surplus for 
that month dropped to a more 
normal £5 millions. 

Britain’s trade returns for March 
continued to reflect the favourable 
impact of the fall in commodity 
and the crude “gap” 
between imports and exports so 
recorded widened only modestly 
beyond the exceptionally narrow 
February figure. In the first quarter 
this gap averaged {24 millions a 
month, compared with {61 millions 
a year before; exports were a shade 
down on the year, both in value and 
in volume, while the value of imports 
was down 12 per cent, almost en- 
tirely as a result of lower prices. 


prices, 


Banks Buy Gilt-Edged 

The banks have recognized the 
new climate of the economy and the 
stock markets by adding to their 
portfolios of gilt-edged, though at 
first they were doing so only very 


cautiously. Following the net pur- 
Mar 19, Change on 
1953 NIonth Year 
{mn {mn {mn 
Deposits... 6365.4 35.0 +- 204.1 
“Net? Dep* 6086.8 43.9 189.1 
Liquid 5 

Assets 2160.2 (33.9) 93.3 152.8 
Cash . 515.9 (8.7) LU 14.8 
Call Money 438.4 (6.9) 24.0 7.9 
Treas Bills 1081.9 (17.0) 125.3 166.9 
Other Bills 124.1 (1.9) 7.0 21.0 
“ Risk ”’ 

Assets 4010.8 (63.0) 17.0 41.1 
Investments 2093.7 (32.9) 9.8 +-100.5 
Advanc: 1917.1 (30.1) 37.2 59.4 

State Bds = 50.7 4.9 10.9 
All other 1866.4 42.0 70.3 


try : 
Excluding items in course of collection. 
. : . 
Ratio of assets to gross deposits. 


chase of £334 millions in January, at 
the time of the issue of the 54 per 
cent Exchequer Stock, 1966, no net 
increase in bank investments was 
recorded in February, and the in- 
crease of £10 millions in March was 


entirely in the portfolio of one bank, 
Lloyds. After the Bank rate reduc- 
tion, however, a number of banks 
were reported to be substantial 
buyers, and the April aggregate was 
expected to show a _ considerable 
expansion. 

Despite the fully seasonal reduc- 
tion in liquid assets in the tax 
quarter, the banks experienced no 
discomfort, thanks partly to the 
modest size of the increase in ad- 
vances, which helped to clear the 
way for a return to gilt-edged. The 
liquidity ratio at the March make-up, 
normally the lowest point of the 
year, stood at 33.9 per cent, com- 
pared with 32.6 per cent a year 
before. Net deposits have declined 
more than seasonally (by £429 mil- 
lions in December- March), offsetting 
the rising trend in the last quarter 
of 1957. 


Finance for Special Areas 


The Chancellor announced in his 
budget speech two special conces- 
sions to stimulate trade and employ- 
ment in areas in which unemploy- 
ment is “ substantially ’’ above the 
national average. ‘The Capital Issues 
Committee and the banks have been 
informed that “the Government 
would not wish any projects for 
sound development’ in such areas 
(to be officially designated) “‘ to be 
held back by lack of credit or 
finance ’’; and the ‘Treasury’s powers 
to grant financial assistance to firms 
in Development Areas are to be ex- 
tended by a new Bill to any “ identi- 
fied ’’ area. 

This new intimation to the banks 
will apparently enable them to con- 
sider certain applications for ad- 
vances in these areas solely on 
commercial merits, unfettered by 
any ‘“‘squeeze”’. Any resultant 
appropriate advances will be ex- 
cluded from computation of the 
‘ceiling’? agreed last September, 
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as are medium-term credits for ex- 
ports, as well as advances to na- 
tionalized industries. 

In practice, the amount of new 
finance made available as a result of 
this relaxation seems unlikely to be 
large. On present indications, more- 
over, the banks seem likely to have 
no great difficulty in keeping the 
average of advances within the pre- 
scribed limit, since their task has 
been eased by the fall in commodity 
prices and the doubts about the busi- 
ness prospect. In the six months 
from September, advances to bor- 
rowers other than the state boards 
have declined by £43 millions, 
whereas in the corresponding six 
months of 1956-57 they rose by 
£159 millions. The seasonal in- 
increase in the tax-gathering quarter 
was notably smaller than usual; be- 
tween mid-January and the eve of 
the Bank rate reduction on March 20, 
these advances rose by {85 millions, 
just over half the increase twelve 
months before. 


Sterling Crisis Documented 

The latest white paper on the 
balance of payments documents the 
combination of strength and weak- 
ness that again characterized Britain’s 
external payments in 1957. The 
surplus in current payments is put 
provisionally at {237 millions,‘ but 
there are indications that this may 
be an under-estimate. The £956 
surplus, originally estimated at £233 
millions, is now put at £266 millions. 
In 1957 as in 1956 the surplus was 
not sufficient to meet Britain’s obli- 
gations as a world banker and in- 
vestor, and special credits had to be 
sought to check the drain in the 
gold and dollar reserves. 

Seasonally adjusted, the current 
balance shows a marked improve- 
ment in the second half of 1957. 
In the first half, the current surplus 
of £115 millions was £53 millions 


less than in the comparable period 
of 1956, while in the second half of 
the year the current surplus of £122 
millions was {24 millions larger than 
in July-December, 1956. ‘This con- 
trast was, of course, partly due to 
the disturbances occasioned by the 
Suez crisis; in particular, the in- 
visible oil earnings recovered in the 
second half of last year. There 
was also an improvement in the 
terms of trade during 1957, which 
became very marked towards the 
end of the year and in the early 
months of 1958 (see page 291), 
Since exports have so far been 
maintained, the current surplus this 
year must have been running well 
above the level of recent years. 

Last summer’s critical run on 
sterling is not apparent from the 
official figures of sterling balances, 
since by the end of the year the 
total balances of non-sterling coun- 
tries (including the German central 
bank’s special deposit of £67} mil- 
lions) had been rebuilt to their level 
at mid-year. But the figures do 
show that much more strain than 
had been generally realized was 
caused by the running down of 
balances by the overseas sterling 
countries, notably India, to finance 
their current deficits. Deficits were 
being incurred in most of these ster- 
ling countries by the second halt of 
1957, as the prices of their exports 
fell; drawings on the sterling ba- 
lances enabled them to maintain, 
and even increase, their imports, not 
only trom Britain but from conti- 
nental and other countries too. 

The deficit of the overseas sterling 
area with the United Kingdom rose 
from £307 millions in 1956 to £343 
millions; and net earnings of non- 
sterling currencies transferred to 
London, plus sales of gold in Lon- 
don, dropped from £161 millions 
to £72 millions. The deterioration 
here was wholly in payments with 
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OEEC countries and with other non- 
dollar countries. ‘The deficit was 
financed in part by long-term invest- 
ment from the United Kingdom; 
but the overseas sterling countries 
had to draw down their London 
balances by £157 millions over the 
year, an increase of £69 millions in 
the seasonally favourable first half 
ot the year being followed by a re- 
duction of £226 millions in the 
second half. ‘The sterling balances 
of the colonies (now excluding 
Ghana and Malaya) showed a slight 
net rise over the year, from £870 
millions to £882 millions. 


Watch over Export Credits 

A modest improvement in facilities 
provided by the Export Credits 
Guarantee Department was an- 
nounced in the budget debate. The 
Chancellor stated that a detailed 
review had shown that there was 
no need “‘ in present circumstances ”’ 
to make any substantial change in 
the terms or period of insurance 
cover; but he emphasized that the 
authorities would re-consider their 
attitude if other countries began to 
push credit terms beyond accepted 
limits. Another contingency con- 
sidered by the Chancellor was a 


falling off in buying power of 
Britain’s customers; this might make 
the authorities ready to extend 
finance themselves, which ECGD 
can do through sections 2 and 3 of 
the Exports Guarantees Act. 

The present concession is to ex- 
tend the scope of the guarantees to 
banks, which the ECGD has been 
prepared to give since 1954. The 
policies issued to exporters afford 
first - class collateral within their 
limits, but they naturally leave a 
lending banker unprotected against 
any loss due to the fault of the 
exporter. To meet this defect, the 
ECGD was empowered to give un- 
conditional guarantees to banks 
financing the export of capital goods. 
The guarantees provided cover for 
up to 85 per cent of the value of 
the facilities made available by the 
banks, and were limited to projects 
of £250,000 and over. 

This direct and _ unconditional 
guarantee has proved of consider- 
able value. Its scope is now to be 
extended by raising the proportion 
of such bank advances covered by 
the guarantee from 85 to 90 per cent 
and by making the facilities avail- 
able to projects of more than 


£100,000. ‘The normal period of 
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credits to which these guarantees 
apply is from three to five years. 
If the ECGD is called upon to 
implement its guarantee it will have 
recourse to the exporter for any 
difference between the proportionate 
amount of his risk insured under 
ECGD and the 90 per cent of the 
guarantee—or, if the loss is due to 
causes for which his policy gives no 
cover, for the whole sum it pays to 


the bank. 


1,227 HP Firms 


The Board of ‘Trade has made an 
interesting survey of the firms in 
Britain directly engaged in the pro- 
vision of finance of transactions 
made on hire- purchase or other 
credit instalment terms. ‘The re- 
sults confirm the suspicions that, 
partly as a result of the restrictions 
on the raising of new funds by the 
bigger finance houses, this activity 
has attracted an exceptionally large 
number of small fry. The Board 
did not confine its survey to specialist 
finance houses, and included manu- 
facturers and wholesalers (but not 
retailers) financing their own goods. 
It found 1,227 HP finance houses, 
with total hire-purchase and other 
instalment debt outstanding to them 
of £172 millions at the end of 1956. 
(By end-February last, it may, be 
noted, debt to finance houses is 
estimated to have risen to £265 
millions, while including debts out- 
standing to retailers Britain’s total 
HP debt was then £487 millions.) 

The official survey shows strikingly 
that of this profusion of hire-pur- 
chase financiers, the majority are 
very small indeed. More than half 
the firms had a total of outstanding 
instalment debt of less than £10,000 
and 468 firms had less than £5,000. 
At the other end of the scale, eight 
houses with outstanding debt of over 
£5 millions accounted for over half 
the total business, with another 16 


houses with over {1 million each 
accounting for a further quarter. It 
is by no means only these large and 
medium-sized houses that advertise 
to the public for deposits. 


Bait for *‘ Small ’’ Savers 


While the nation’s total personal 
savings have been at record heights 
—in 1957 they reached £1,639 mil- 
lions, providing two-fifths of the 
nation’s total saving—the inflow into 
‘“* National’ savings securities and 
the Post Office and Trustee Savings 
Banks has been deteriorating, and 
this has increased the Government’s 
dependence on finance from Treas- 
sury bills. With the funding aim in 
view, Mr Amory announced in his 
budget two attractive concessions. 
The limit on holdings of the current 
national savings certificate is being 
raised from {£450 to £750; these 
certificates, if held for seven years, 
yield 4} per cent tax free, which to 
those paying the standard rate is 
equivalent to 7} per cent gross, and 
to the surtax payer considerably 
more. Secondly, the Government 
is issuing a new defence bond, with 
a coupon of 5 per cent and a tax-free 
bonus of 3 per cent after seven 
years, in place of the previous 43 per 
cent issue with bonus of 5 per cent 
after ten years. Allowing for the 
gross worth of the bonus, the new 
yield is equivalent to £5 13s 6d per 
cent, compared with £5 5s 10d per 
cent on the former issue. 





STATISTICS 


THE BANKER this month 

introduces an improved and 

extended service of financial 
Statistics 


(SEE PAGES 353—356) 
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Expansion Deferred 


R HEATHCOAT AMORY’S budget, unspectacular and 

unmemorable though many commentators seem to regard it, 

has earned one rare distinction that ought not to be allowed to 

pass unnoticed. It is a budget of modest and selective tax 
reliefs, of no new imposts except trifling ones for the sake of correcting 
anomalies. Yet nobody, so far as we are aware, has criticized it as being 
too soft. Apparently it is as disinflationary as anyone could wish. This 
unusual distinction may or may not be seen as a mark of approval, but it 
certainly is a tribute to the Chancellor’s courage. He has insisted upon 
shaping this budget by reference to the tasks begun last September, and 
especially to the wages problem now nearing its climax, rather than to the 
contingent and still hypothetical problems that may flow from the recession 
in the United States. True, he will be prepared to go into reverse in the 
event of ‘‘an incipient recession’’, and then to try to stimulate demand by 
aiding exports, investment and, in the last resort, even consumption. But 
for the present he is content merely to make plans for a quick turn-round 
in case of need. 

Some of the criticisms to which the Chancellor has exposed himself by 
this single-mindedness may have a wide appeal, and are certainly not con- 
fined to the political Opposition. The potential critics include, among 
others, everyone who believes in “‘ expansion’”’ and who yet is not fully 
seized of the nature and dangers of inflation; and some of the arguments 
raised on these grounds are of a kind that cannot be rebutted categorically, 
but only by expressions of opinion. As the climate of world trade changes, 
questions of degree and of timing must become hardly less important than 
questions of principle in the formulation of economic policy. Mr Harold 
Wilson has been quick to see the party-political opportunity thus presented, 
by spreading alarm and despondency. He discerns in the American scene, 
and in the contrast between conditions in Europe now and those prevailing 
at the time of the last American recession, “all the signs of a classical 
pre-war slump’’. He hopes that this may be stopped from reaching 
pre-war dimensions, but still fears that Mr Amory’s budget may be “ an 
assignment with deflation”’, with the Government “‘ walking backwards 
into unemployment ”’. 

One may feel reasonably sure, as The Banker does, and as the Government 
may be presumed to do, that such flesh-creeping arguments are grossly 
exaggerated; but one cannot definitely prove them wrong. Nothing, in 
our view, has yet happened to make these extreme dangers look probable; 
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but, the longer the American depression continues without the launching 


of strong counter-measures, the more apprehensive one must be. 


The 


British Government is obviously still hoping, without feeling sure, that 


correctives will be applied in time. 
the course of the American economy and the effect on world trade in the 
slightly longer run, it does not expect any severe repercussions upon Britain 


in the early future. 


‘I do not believe 


BUDGET ESTIMATES AND EXCHEQUER OUT-TURN 
(£ millions) 


ABOVE THE LINE 


While keeping its fingers crossed about 


” said Mr Amory in the budget 








1957-58 1958-59 1957-58 1958-59 
Budget | Budget | Budget | Budget 
Revenue Esti- Out- Esti- Expenditure Esti- Qut- | Esti- 
mate turn mate mate turn | mate 
[Income ‘Tax 2,176 2,208 2,313 Interest on Debt 640 663 | 695 
Surtax . 149 | 157 163 | Sinking Funds 38 37 38 
Death Duties 170 171 164 | Northern Ireland . 69 72 73 
Stamps .. 60 | 64 56 | Miscellaneous ao 10 10 | 10 
Profits Tax, Excess Pro- —| - 
fits ‘Tax and Excess rOTAL CONSOLIDATED 
Profits Levy .. ee 255 255 275 FUND SERVICES 757 782 | 816 
Other Inland Revenue -———— } ——_—- | --- -—__- 
Duties ‘3 l l Supply: Defence 1,420 1,430 | 1,418 
. . Civil (including | 
fOTAL INLAND REVENUE 2,811 2,856 2,970 Tax Collection) 2,650 2,708 | 2,841 
Customs and Excise 2,117 2,150 2,189 _—— — 
Motor Duties 93 101 104 rOTAL SUPPLY 4,070 4.138 | 4,259 
TOTAL TAX REVENUE . 5,021 5,106 5,263 
Post Office (Net Receipt) 20 8 2 
Broadcast Licences , 31 31 34 
Sundry Loans .. 32 32 30 
Miscellaneous 185 166 110 Total Expenditure 4,827 4,920 5,075 
Total Revenue 5,289 5,343 5,439 Surplus .. 462 423 364 
BELOW THE LINE 
Receipts Payments 
Interest outside Budyect 175 169 205 Interest outside Budget 175 169 205 
Export Guarantees Export Guarantees 7 7 + 
Repayments .. - . + 7 | Post-war Credits .. 17 18 18 
Housing receipts from Excess Profits Tax Refunds 1 - 
‘otes.. 7 7 S War Damage 22 22 2 
Local Authorities Scottish Special Housing. . 6 . 6 
Repayments .. 48 47 52 Armed Forces—Housing. 6 } 2 
Post Office capital repay- - Loans to Local Authorities 100 92 65 
ments from Votes ( 6 9 Loans to Northern Ireland 
Film Corporation ‘ Exchequer - 4 3 3 
Repayments . . I Loans for New ‘Towns 
Nationalized Industries Development 33 249 31 
(other than National Post Office capital expendi- 
Coal Board) y ture 73 79 38 
Repayments 14 13 29 | Loans to Film C orpor ation 1 : 
New Towns loans to Independent Tele- 
Repayments .. l l 1 vision Authority 1 
‘l’own and Country P lan- | Loans for Development of 
ning Acts Inventions l 
Repayments 5 4 4 ‘Town and Country Plan- 
Potato Marketing ning Acts 
Board— Compensation payments | 2 2 I 
Reseyments « } 7 6 | Overseas Resources— 
Anglo-Turkish Arma- | Colonial Development. . 15 } 12 
ments Credit Raw Cotton Commission— 
Repayments 1 Advances (net) . I 
Other repayments I 3 2 | Loans to Potato M: arketing 
Board. 6 11 2 
Loans to Sugar Board (net) 12 8 
National Coal Board 7 
Total B,L Receipts 267 261 323 Capital expenditure (net) 45 81 io 
Loans to other National- . 
Net expenditure ized Industries . . 290 295 370) 
Below Line. 587 635 600 | Transport (Railway Fin- 
Less Above Line ‘Surplus 462 423 644 ances) Loans 50 66 61 
Overall Deficit 125 212 236 Total BL Payments .. 854 896 923 
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speech, “ that a sudden sharp recession in this country during the coming 
months is likely ”’ 

The Government has not only refused to soften the budget in response 
to these external contingencies but has actually founded it on more austere 
principles than usual. The Economic Survey had remarked that the 
increases in demand last year—chiefly for fixed investment, stockbuilding, 
consumer durables and cars—*‘ do not appear to have strained the economy ”’; 
and it concluded, notably in view of the higher rate of fixed investment in 
recent years, that “‘ there should be capacity available to meet efficiently ”’ 
a further increase in demand this year.* But no increase is in sight. Fixed 
investment in the public sector is intended to be stabilized at last year’s level, 
and private fixed investment, now at an all-time record, is likewise expected 
to show little change this year. ‘The same is true of the current expendi- 
tures of public authorities on goods and services, which last year declined 
by 34 per cent in real terms, thanks to the cuts in defence. ‘The volume 
of consumption may rise somewhat, chiefly because the fall in import prices 
will keep retail prices down in relation to incomes. But demands from 
stock-building and from exports, the two big uncertainties, show signs of 
falling. ‘The Chancellor, surveying these estimates, thought the prospect 
“reasonably satisfactory ’’, yet he concluded that the tendencies of recent 
months—the slight decline in industrial production and the rise in unem- 
ployment‘ may well go rather further during the rest of this year ”’. 

By former standards in budget-making, this prospect that available and 
rising capacity will encounter a falling or at best a stable demand would 
have been a signal for deliberate reflation. But Mr Amory said very firmly 
that it is still too soon for any general relaxation. ‘This time there is to be 
no underrating the threat that comes from the momentum imparted by 
inflationary habits. ‘This year, thanks to the big improvement in the terms 
of trade, offers a golden opportunity to halt or reverse the rise in prices; 
but the pre-requisite here is moderation in wage-fixing-——and the latest 
news from the wages front, the threatened strike of busmen and the critical 
discussions with the railwaymen, shows all too clearly that this condition is 
still not assured. Similarly, on the external front, the need to build up the 
reserves still dictates caution. After a notable reaffirmation of faith in the 
principles of sterling’s internationalism—a declaration which, equally 
notably, won the approval of Mr Harold Wilson—the Chancellor affirmed 
” that Britain does not 


“¢ 


anew his determination “to spare no effort to see 
have another foreign exchange crisis. 

The formula to which these arguments led proved to be almost precisely 
the one advocated in The Banker last month. Any relaxations had to be 
of modest extent and directed towards specific needs, so that they would 
neither cause any considerable general increase in demand nor give the 
impression that anti-inflationary vigilance was no longer needed. ‘Two 
minor relaxations of this kind are being conceded outside the budget—-one 
to extend the scope of the direct guarantees that may be given to banks by 








* Cmnd 394. The salient facts from the Survey are displayed diagrammatically in a 
special feature on pages 289-92. 
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the Export Credits Guarantee Department for medium-term finance of 
exports, and the other to improve the financial facilities for employment- 
creating projects “ in a locality in which a relatively high rate of unemploy- 


ment exists and would otherwise be likely to persist ’’.* 


With the same object, but more dubiously since private finance is involved, 
bank advances for similar purposes in these areas will (like medium-term 
export credits) be exempt from the banks’ promise to stabilize aggregate 
advances. In all other respects, however, the Chancellor specifically 
reafirmed the credit squeeze, together with the directive to the Capital 
Issues Committee and the restrictions upon hire purchase. He also declared 
himself ‘‘ determined to maintain the effort to meet Exchequer requirements 
without increasing the floating debt’’. ‘This, he said, meant a continuing 
tight hold on public expenditure, ‘vigorous funding ’”’ and a hoped-for 
increase in “‘ national’ savings—to be stimulated by the offer of a new 5 per 
cent defence bond and an increase in the limit on individual holdings of 


savings certificates. 


THE TAX CHANGES AND THEIR COST 
Estimate for Estimate for 


1958-59 a full year 
{mns {mns 
Income Tax 
Extension of age exemption limits from £:250 to £275 
for single persons and from {£400 to {440 for 
married couples - a oe - 2.00 3.00 
Ixtension of the income limit for age relief from 
£700 to £800 ; + —~ Q.75 - 1.75 
Relaxation of the Schedule E expe nses rule. . — 0.75 1.00 
Restrictions of relief for losses where certain divi- 
dends are received (‘‘ dividend-stripping ’’) = - 4.00 - 2.00 
Income Tax and Profits Tax 
Increase of initial allowances on plant and machinery 
from 20 to 25 per cent and on industrial buildings 
from 10 to 125 per cent ie - Negligible — 23 . 00+ 
Profits Tax 
Introduction of the flat rate of profits tax at 10 per 
cent, replacing 30 per cent on distributed and 
3 per cent on undistributed profits a a Negligible — 16.00} 
Estate Duty 
Extension of the quick re reliefs to all kinds 
of property : —- 1.50 ~ 3.00 
Enlargement of life interests .. Negligible + 2.00 
Stamp Duty P 
Reduction in certain rates of stamp duties on con- 
veyances of property other than stocks and mar- 
ketable securities , —- 3.50 - 5.50 
Abolition of ad valorem duty on credit instalment 
contracts 0.25 0.50 
Total Inland Revenue - p as 4.75 49.75 
Customs and Excise 
Heavy wines, etc ad iv . 2.75 3.00 
Entertainments duty 13.00 —~ 14.50 
Purchase tax 30.00 41.00 
Total Customs and Excise . 45.75 58.50 
Total Net Cost vs + si - ~ 50.50 198.25 


t The cost in 1959- 60 will be £16 millions. ] The cost in 1959-60 will be £10 millions. 


. Details will be found in the Notes on pages 279 and 281. 
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In the budget itself, the principle of selectivity was more liberally inter- 
preted. ‘The biggest, but still moderate, relief, the concessions in purchase 
tax, had an evident popular appeal; but the £30 millions of revenue it 
sacrifices this year ({41 millions in a full year) could reasonably be repre- 
sented as incidental to the major objective of reforming and simplifying a 
thoroughly unsatisfactory tax. Since the Government has now apparently 
rejected the alternative of a sales or turnover tax, that was a process long 
overdue. It has been essayed, in what one may hope to be only a first 
step, by consolidating the seven rate-categories into four, with the top rate 
at 60 per cent instead of 90 per cent. All the other budget proposals are 
more obviously specific—to meet special needs, such as that of the cinema 
industry in its struggle against the consequences of TV; to encourage small 
home-ownership; to ease special hardship, such as that of elderly folk of 
small means; to reduce the disparity between duties on heavy as distinct 
from light wines; to close some loopholes, such as that presented by the 
practice of ‘ dividend-stripping’’; to give a modest encouragement to 
industrial investment; and to remove a major obstacle from the functioning 
of the capital market. 


Reform of Profits Tax 


This last proposal, for the unification of the two rates of profits tax, is 
really the most important and far-reaching of all. At present, after the 
increases paradoxically introduced by Tory Governments, the profits tax 
stands at 30 per cent on distributed but only 3 per cent on undistributed 
profits. ‘This discrimination has caused extraordinary distortions in com- 
pany finance and extraordinary anomalies between one company and 
another. ‘There has long been wide agreement—including that of the 
minority as well as the majority report of the Royal Commission—that it 
is also thoroughly undesirable on more general economic grounds, because 
it arbitrarily cuts down the proportion of the nation’s savings that is appor- 
tioned among different investment uses by means of a competitive capital 
market. Inevitably, it has tended to favour the growth of the big, the | 
sheltered or the monopolistic enterprises at the expense of the new or the 
unsheltered ones. ‘The ending of this discrimination is a triumph of 
common sense and of economic principle over political expediency—for the 
only arguments for existing practice were narrow political ones, rooted in 
the popular prejudice against dividends as such and in the hope, which 
experience has belied, that penalization of them might be the means of 
inducing voluntary restraint upon wage claims. ‘The loss of revenue that 
will result from the unification of the rates represents an additional con- 
cession, to simplicity. ‘To maintain the tax yield (at present nearly {275 
millions) the common rate on distributed as well as undistributed profits 
would have had to be 104 per cent, but Mr Amory has preferred the tidy 
10 per cent, which means that company profits will now bear total tax at 
l0s 6d in the {—1.e. 2s in profits tax plus 8s 6d in income tax. The cost 
of the dropping of the odd 3 per cent will be £10 millions in 1959-60 and 
{16 millions in the first full year. 
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Because of the customary lag in tax payments, the raising of the initial 
allowances by one-quarter will likewise not affect the budget accounts until 
1959-60, when it will cost £16 millions (£23 millions in a full year). In 
making this modest concession the Chancellor is obviously looking similarly 
ahead. Because of the long period of gestation of most investment projects, 
these fiscal inducements, as experience in recent years has shown, take 
time to show their effects. Hence there is no real inconsistency between 
the policy of preventing public investment outlays from rising further this 
year and of taking a small step to sustain or expand private investment in 
1959 or beyond. 

The total budgetary cost of the Chancellor’s proposals, as the table on 
page 286 shows, will this year be no more than £503 millions, but the total 
expansionary effect on the economy may be somewhat larger than this. In 
spite of the supplementary expenditures last year the realized above-line 
surplus of £423 millions was not seriously below Mr Thorneycroft’s budget 
estimate. And in spite of the prospective further increase of £155 millions 
in total expenditure this year, Mr Amory was confronted, on the old basis 
of taxation, with a prospective surplus only £8 millions smaller. Hence, 
after his proposed concessions, he is budgeting for an above-line surplus of 
£364 millions—a very substantial surplus for a year in which total demand 
is certain to fall short of capacity and in which personal savings are likely 
to continue at a very high level. It is also, on a true comparison, a slightly 
bigger surplus than that realized last year, since that was arbitrarily inflated 
to the extent of {£74 millions, by changes arising from the waiver of American 
debt interest in both 1956 and 1957, changes that had “ real ”’ effects upon 
the gold reserves but none upon the domestic economy. ‘This does not 
mean, however, that the budget will be exerting a correspondingly bigger 
restraint upon internal demand. On the contrary, the maintenance of the 
prospective surplus largely results from the expected buoyancy of the 
revenue, and much of this extra yield of taxation is not a new disinflationary 
force but simply a reflection of the rise in incomes that has already occurred. 

Even so, as we remarked at the outset, this should prove to be as cautious 
and as disinflationary a budget As anyone could wish. ‘The Chancellor 
deserves congratulation for his willingness to face the obvious taunt that, if 
Tory policy cannot safely give substantial tax relief and resume expansion 
this year, how can it be sure that it will ever be able to do so? ‘To this 
his reply should be that in more propitious conditions, without the backlog 
of inflationary habits and without the so-recent memories of dire dangers 
for sterling, a year such as this should indeed be one for deliberate if 
restrained reflation, and therefore for considerable tax relief. As it is, with 
the wages issues still hanging in the balance, he is right to play safe. And 
if, after all, events prove him to have been over-cautious, there will be many 
quick ways to relaxation that he will obviously be prepared to take. The 
one quickest to hand will be monetary policy— which would enable him to 
take a further step in the direction suggested in these columns last month, 
by focusing his relaxations primarily upon investment and only secondarily 
turning to any general relief for consumers. 
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BRITAIN’S ECONOMY 
PORTRAYED 


[—-Re-expansion under Restraint 
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Consumers’ expenditure and investment (including stockbuilding) rose 
perceptibly last year; but exports were no longer increasing in real 























— terms, while current public expenditure fell. Hence both industrial 
production and the total domestic product rose by only 1! per cent. 
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II—Investment’s Changing Pattern 
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Fixed investment increased by some 5 per cent in 1957, 
as in 1956; capital outlays of manufacturing industry 
began to level off, but those of state industries ac- 
celerated. Two-fifths of the nation’s investment, 
including investment overseas, is now financed by per- 
sonal saving —— in sharp contrast with the conjuncture 
in the early post-war years. 
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I1I—Towards Price Stability ? 
COSTS AND PRICES IN MANUFACTURING 
20; —, 120 
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Prices continued to rise in 1957 because earnings again 
rose more sharply than productivity. But by the end of 
the year the fall in import prices, notably of raw mat- 
erials, was giving welcome relief; and in 1958, given 
toughness on wages, it may at last be possible to check 
the rise in labour costs. 
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Financing the Public 
Industries 


By J. E. HARTSHORN 


ORMALLY, it may have been surprising that Mr Heathcoat Amory, 

when it came to the point of his first budget, should have decided 

to postpone any final decision about financing capital investment in 

the nationalized industries for yet another year. In practical terms, 
it Was not. 

True, that odd little Bill introduced in February to prolong the present 
Treasury powers to finance certain of these industries by advances from 
the Exchequer— which would otherwise have come to an end with the last 
financial year—did extend them only to the end of August. ‘True, Mr 
J. E. S. Simon, Financial Secretary to the Treasury, did lead the Commons 
to believe that the Chancellor would have a definitive decision about future 
methods of financing nationalized investment to announce in his budget 
speech. Moreover, various pundits had been eager to infer, from the 
internal evidence of a few phrases in the Economic Survey, that the Chan- 
cellor was about to do what they thought it politically convenient to do— 
to push these industries out of the budget and thus to present himself with 
an overall surplus that might give an air of respectability to rather larger 
tax reliefs than could otherwise be justified. 

The Chancellor did not choose, however, to avail himself of this kind of 
reasoning. ‘The circumstances that had led Mr Macmillan in 1956 to 
resort to direct Treasury advances, instead of the issues of Treasury- 
guaranteed stock with which these industries had formerly financed their 
long-term investment, Mr Amory said, still existed in the market con- 
ditions of to-day, and he recommended that the direct advance system 


bs 


should continue “ at least for another year ”’. 


It is still the case that these industries cannot, in practice, borrow on their 
own credit. If they borrow on Government credit there are decisive reasons 
of credit and market management for centralizing the raising of the money 
in the Exchequer. 


The Treasury, that is to say, has found its expedient of 1956 much more 
convenient than the previous pattern of financing; but has some scruples 
about erecting its convenience into a principle of nationalized financing. 
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There has not been much doubt, in practice, about the extra convenience, 
Under the earlier method of financing, the seven nationalized industries 
concerned* had satisfied their requirements of long-term capital as well as 
working capital, in the first place, by borrowing from the banks, until such 
time as the Treasury could fit stock issues on their behalf into its own 
programme of funding. The extent to which these industries’ overdrafts 
rose while other borrowers were being squeezed embarrassed the banks: 
the impending need for a new electricity or gas stock could embarrass the 
Treasury; and the industries had practically no influence upon the timing 
of their stock issues and precious little influence upon the terms. The 
stock was Treasury guaranteed; in practice, like other Government issues, 
most of each issue had to be taken up by the “‘ departments ”’, whose pur- 
chases obliged the Government to borrow more from the banking system 
in the form of Treasury bills. This slackened Government control of the 
credit base, until the public could be persuaded to take up the stock. 


A Burden Conveniently Carried 


Under the present dispensation most of the embarrassment has dis- 
appeared. ‘The banks are called upon only to supply these industries’ 
working capital; the industries receive their money for long-term invest- 
ment in monthly advances from the ‘Treasury, to be repaid as long-term 
annuities at a rate of interest held by the Treasury to be appropriate at the 
time for long-term borrowing of this kind. (This interest rate, incidentally, 
is held to include the expenses of issuing and managing these advances: 
there are genuine savings in this system, as compared with the costs of a 
stock issue.) For the Treasury, these advances, too, must mean a corre- 
sponding increase in the floating debt, until the public takes up more gilt- 
edged stock. ‘The change, therefore, has neither increased nor lightened the 
burden of the capital requirements of these industries upon the Govern- 
ment’s programme of funding. But it does leave the Treasury greater 
flexibility in managing its own open-market policy. 

These seven State boards received just under £300 millions in each of 
the last two financial years, and are estimated to require £370 millions this 
year. It should be noted that £370 millions is not the full count of 
nationalized financing in the badget. ‘The National Coal Board issued 
compensation stock, but it has never tinanced its subsequent investment by 
further issue of stock; it has always drawn upon the Treasury, under the 
Coal Industry Nationalization Act of 1946, both for long-term capital and 
for working capital. ‘The system is broadly the same as that now in force 
for the other industries, except that there is an annual limit on the extent 
to which net borrowing can rise in any one year. ‘Treasury advances to the 
Minister of Power on behalf of coal totalled £81 millions in 1957-58; this 
year they are expected to require £76 millions. And there is one more 
‘nationalized ’’ item—{£66 millions to finance the current deficit of the 


Transport Commission, which ts formally at least a “ temporary ”’ item. 


*Gas, three electricity authorities, two nationalized airlines and the ‘Transport Commission. 
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If the only alternative to the present system were the previous one, it 
would hardly be worth considering. If the capital requirements of these 
industries continue to be met finally by an increase in the floating debt, it 
makes little difference whether they get the money direct from the Treasury 
or as the result of stock issues taken up almost entirely by the ‘ depart- 
ments’’. Nor can it really be believed that the need to issue a nationalized 
industry stock effectively nudges the authorities into selling more stock to 
the private investor than they would do otherwise: the shortage is never 
of stock on offer from the departments, but of genuine buyers. Whether 
the Government now intends to finance its deficits by long-term borrowing, 
or indeed to fund some of the Treasury bills now outstanding, depends 
upon the firmness of its resolve to avoid inflationary financing in future 
not on the technicalities involved. 


Issues Without Treasury Support ? 

That *‘ half-way house ”’ could only have any meaning again if it were 
to encourage travel towards the further goal of issues on the capital market 
without a guarantee. ‘This solution was the one favoured in the report of 
the Herbert Committee on the electricity supply industry in early 1956 
one of whose distinguished members has since been appointed as a deputy- 
chairman of the new Electricity Council, the advisory body set up on top 
of that reorganized industry. In principle, market financing commends 
itself to the financial advisers of some nationalized industries. ‘They appre- 
ciate the convenience of the present system of financing, but are well aware 
that this wholly divorces their capital programmes from any market criteria 
at all; moreover, they retain some lingering fears that at some time the 
Treasury may use its purse-strings as reins upon their commercial policies. 
They are uncertain, too, whether having taken hold of those purse-strings, 
even “‘ temporarily ’’, the Treasury will ever willingly let go. 

[In theory, recourse to the capital market without official support or 
guarantee should mean that at last the nationalized industries would compete 
for scarce capital resources on equal terms with private industry—and 
might expect to get a commensurate share. In practice, would the terms 
in fact be equal? ‘The whole capital of nationalized industries, in the first 
place, is in fixed-interest stock, so they differ radically in capital structure 
from their industrial *‘ competitors” for capital. Ideas for selling some 
form of equity in nationalized industries to private investors, or some hybrid 
share with a partial guarantee but varying return, have some attractions in 
principle. But surely the essence of an equity is ownership and control, 
not simply a variable return. What rights could these new private part- 
owners be given, unless the duties and operating rules of these industries 
were radically altered—and along with them the special influences that the 
Government, both constitutionally and unconstitutionally, tends to exert 
over their policies and operations ? The alternative idea, that the equities 
should be created but held by the Government, might perhaps formally 
reconcile the Government’s almost inevitably conflicting desires—to make 
these industries at once outwardly commercial and inwardly compliant to 
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its own ideas of what is good for the economy at large. But surely that 
formal exercise, too, would be meaningless : 

I do not myself see how in practice these industries could be dressed up 
into genuine ‘‘ commercial competitors ’’ on a free capital market—at least, 
while Government influence over their prices and policies 1s as strong as it 
is to-day (or indeed while the Government itself controls their competitors’ 
access to the market through the Capital Issues Committee). ‘They are 
not generally entitled to pledge their assets, though there are provisions for 
the Minister of Power to arrange for this in last year’s Electricity Act, and 
the electricity authorities are specifically entitled to make interest on 
unguaranteed stock a charge on their revenues. But what priority would 
these charges be given as compared, say, with compensation stock? Ulti- 
mately, there is surely a certainty that the State would not let these industries 
default: is not the guarantee, in the last analysis, implicit ° 

Transport, in this discussion, is hors concours: nobody in his right mind 
would send the Commission to the market until its present period of 
pauperdom is ended (if ever). _It is not easy to conceive of investors taking 
much genuine interest in the commercial prospects of coal, either, to-day. 
But it is important also to realize that annual investment in coal may soon 
be levelling off or declining, while its depreciation provisions are naturally 
rising: by 1960 or so, it may indeed become able to finance the whole of 
its annual capital expenditure itself. “Che same is broadly true of gas, a 
tidy industry with considerable uncertainties in its market outlook, unless 
various technical advances that it is now considering lead it towards a 
markedly more capital-intensive technology. 





éé 


The Triumphant Exception 

‘The airline corporations are a marginal case 1n more ways than one. 
‘They have not much past to live down: their commercial to-morrows have 
always looked rosy, but they have never quite taken off into steady unsub- 
sidized profitability: the jet fleets they have on order do look to be increasing 
their requirements of outside capital. Just possibly, their glamour might 
attract the investor to take th¢se flyers on their obvious though by now 
well-worn growth possibilities. But clearly, in discussing the issue of 
nationalized stock without guarantee on the capital market, one is really 
concerned simply with the triumphant exception, electricity. Where can 
the investor hope to find another growth industry like this one, which right 
across the world has steadily been doubling its sales every ten years through- 
out its history? In this country its requirements of outside capital are 
already very large indeed: some {100-150 millions a year (out of total annual 
capital expenditure of about £285 millions). For a considerable period these 
outside requirements may increase sharply, as the shift to nuclear generation 
increases the capital-intensity of this industry more rapidly than depreciation 
provisions begin in their turn to build up. Whether Britain’s capital 
market could digest issues of such a size for a single industry—say, three 
to four issues a year of £40 millions each—seems rather doubtful. 

What is really more important than the precise method of financing, it 
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seems to me, is the rate of return that nationalized capital investment can 
offer. ‘The Herbert Committee, in 1956, clearly set out the accepted view 
that after making proper allowance for replacement of fixed assets at 
replacement costs (which is probably still rather more than any of these 
industries are in fact doing) and setting aside a small reserve, all such an 
industry should be required to do is to pay its interest charges. 
To make present consumers subsidize in this way the capital requirements 
of future consumers would in our judgment be quite inequitable . . . also, 
we think it would lead to inefficiency. 
This is the ordinary, reasonable argument against self-financing. But it 
rings better when the rate of interest or of profit earned bears comparison 
with those of other companies in much the same situation. Under the 
present regime of direct ‘Treasury advances, the nationalized industries are 
in effect getting their capital at gilt-edged rates as they did with guaranteed 
stock—and the financial criterion they apply in deciding whether any given 
capital project is worth while must be based primarily on gilt-edged rates 
of return. What private industry can afford to look at capital projects on 
such a basis ? Most heavily-capitalized companies to-day normally look 
for a return of, say, 20 per cent before depreciation and tax on capital 


invested. 


The Rate of Return 

At the moment, on the historical value of its existing capital, nationalized 
electricity is earning a return of about 4 per cent, after depreciation that is 
probably still rather inadequate—f12 millions surplus after paying £43 
millions interest on a capital of some £1,500 millions. From a crude 
calculation of the current replacement value of its assets, one can say that 
itis earning a return on that modern value—before tax or depreciation— 
of perhaps 5-6 per cent. It has so far paid no tax: but nor would an equally 
heavily-capitalized private enterprise, expanding equally fast, have done, 
given the post-war initial and investment allowances. For new capital 
trom the Treasury, electricity is paying something under 6 per cent. Can 
anyone accept this as an equilibrium long-term rate of return after depre- 
ciation appropriate to capital projects for large-scale industry in the British 
capital market ? While nationalized industry can raise new capital at these 
rates on such an earnings record, it must be presumed to be getting a dis- 
proportionate share of the capital available in Britain. 

The question therefore comes back to one of prices. If these industries 
could be made—or perhaps the word is “ allowed ’’—to earn a rate of 
return on the capital they employ geared more rationally to those that have 
to be earned in the private sector of the economy, say, 8-10 per cent after 
depreciation at replacement costs, the exact way in which their capital 
requirements were financed would become less important. The problem 
of demand for capital from outside would automatically become smaller: 
the higher return would enable them to self-finance more of their annual 
investment. They could, more reasonably, go to the capital market without 


297 











a guarantee, to finance projects able to earn such a rate of return, 
But this demonstration of competitive ability would not be essential, 
The same effect could be achieved quite neatly within the present pattern 
of direct advances. ‘The rate that the ‘Treasury has to pay for its issues of 
stock (whether or not these have a nationalized label), after all, depends on 
its own credit: there is no reason why the nationalized industries, which 
happen to use its facilities, should enjoy the benefits of its creditworthiness 
rather than their own. Logically, the ‘Treasury could retain to itself those 
special benefits, and charge the industries a going rate—related not to 
long-term public borrowing, but to long-term industrial borrowing. In 
other words, the ‘Treasury should charge for its guarantee. The corollaries 
of this, of course, would be that the Government would have to stop holding 
the prices of nationalized goods and services too low: or that where the public 
would not buy them at higher prices, and the Government was not pre- 
pared to subsidize some of them directly as semi-social services, develop- 
ment would have to be trimmed. 

In any short run, this is a pipe-dream. ‘To earn a realistic rate of return 
on all the capital invested in these industries would mean jacking up the 
prices of electric power, gas, and of all the coal that can readily be sold, 
by really heroic percentages. In transport it probably just could not be 
done: there, and possibly in coal, 1t may be that the only way to carry 
through the accelerated investment programmes which do seem to be 
required is to ignore commercial rates of return here and there. In the 
healthier industries, the sharply higher prices needed to give a competitive 
rate of return could be expected to have effects upon demand as well—and 
upon the selection of investment within these industries. Demand for gas, 
in certain applications, is certainly price-elastic; demand for coal is be- 
coming so; and even the soaring curve of electricity might “‘ fault ’’ down- 
wards after a sharp price increase before re-asserting itself, moderating the 
rate at which new capacity would be needed (and possibly giving gas the 
breathing space it needs). A more realistic rate of interest, again, would 
bear heavily upon exceptionally capital-intensive techniques. The Euratom 
experts who applied rates of interest that would be realistic in Europe to 
British accounting for nuclear power stations came out with very different 
estimates of the total cost of nuctear power from those current here. 

If rates of return comparable with commercial utilities in other countries 
would be required to bring real meaning into the idea of making nationalized 
industries compete on equal terms in the capital market, that competition 
is clearly a long way off. ‘The consumer—cum voter—would clearly react 
sharply to this bitter pill; which is to say that politicians would not be 
prepared to administer it. ‘‘ Getting fuel prices right’ is certainly not an 
overriding priority in the economy; it is a desirable end in one important 
part of the economy, to be pursued as and when wider considerations 
allow. In the interim, the answer may be to go on financing these industries 
as at present, but to push relative interest rates on their Treasury advances— 
and hence the rates of return that these industries have to earn on new capital 
at least—-upward. 
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As I See lt... 


By SIR OSCAR HOBSON 

















More about Escalators 


HIS will be mostly about the budget —but not this budget. Like 

many other readers of The Banker | was greatly interested and 

stimulated and intrigued by Mr Enoch Powell’s acute dissection 

of the problem of control of the national finances. I have pon- 
dered over what he said and propose to set down here some of the results 
of my pondering, such as they are. 

But first a few words about Mr Heathcoat Amory’s actual budget. 
| think it is the right budget. Nothing could have been more foolish 
than to launch into a wholesale loosening-up process at this juncture. ‘The 
Chancellor has resisted that temptation—not that it could ever have been 
much of a temptation to him-—and has persisted with the “ follow through ’ 
of the September measures undertaken by his predecessor. A good many 
people have suggested that Mr Amory might have been just a little more 
forthcoming and I don’t think I should have been shocked myself if he 
had given away £100 millions instead of £50 millions. But it is better as 
itis. Some of his critics have urged that he has underestimated the present 
rate of national saving and on that account could have taken a chance of 
cutting taxation rather more boldly. But if the flow of savings is still 
increasing—-and I don’t know that there is any positive evidence that it is 

why not let the flow work out its effects in the capital market? The 
natural fall in interest rates which pressure of savings, aided by further 
judicious reductions of the Bank rate, would bring about would surely be 
better calculated to stimulate a revival of industrial investment than the 
increase in the initial depreciation allowances—that rather petty device so 
popular with successive Chancellors. I am a little disappointed, too, that 
Mr Amory seems just as much “ sold”’ on the direct financial controls, 
the CIC, the ‘‘ request ’’ to the banks and the HP restrictions, as his pre- 
decessors; he gave no hint, at any rate, that they were on the early list of 
“dispensables ”’. These, however, are only minor complaints. Mr Heath- 
coat Amory has established himself by his first budget as an eminently 
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safe and statesmanlike guardian of the nation’s finances—tt for the 
succession to which I shall refer at the end of this screed. 

Now to Mr Powell and his complaint that in our atomic age we are 
using weapons of financial control appropriate to the age of the musket, 
if not the bow and arrow. 

Let me start by briefly summarizing the main points which Mr Powell 
made. Here they are: 

(1) The old rules of control of public expenditure—no expenditure not 
covered by estimate, no new expenditure without Treasury sanction—are 
now “actually dangerous in that they present all the appearance without 
the full reality of control ”’. 

(2) The old system assumes that every increase in the estimates of 
expenditure laid before Parliament implies either new services or an 
expansion of old ones. 

(3) But the assumption is not true. For one thing, continuing inflation 
puts it out of court. Inflation makes regular supplementary estimates 
inevitable. It provides an environment in which the ability of the Treasury 
to refuse a supplementary is “ virtually non-existent ”’. 

(4) To cope with an inflationary situation, there must be a system of 
“continuous progressing’ under which changes calculated to put up 
money costs are spotted betimes so that consequential action may be deter- 
mined and set in train. 

(5) But inflation is not the only ** escalator which takes traditional ‘Treasury 
control for a ride”’. ‘There are other “ built-in escalators ”’ in the various 
classes of “‘ automatically expanding services ’’ as when (a) there is a natural 
increase in the number of persons—e.g. schoolchildren, pensioners or 
council house tenants—to be provided for, (6) past commitments, e.g. in 
respect of aircraft or new weapons, come home to roost, or (c) where 
obligations like farm price guarantees or contingent local authority grants 
involve higher payments. 

(6) All this means that estimating can no longer be an annual operation 
but must be a continuous, forward-looking process, with a vision extending 
over two or three or four years 

(7) Inasmuch as a great deal of public “* below the line ”’ capital expendt- 
ture is financed from taxation, Such expenditure ought logically to be sub- 
mitted to Treasury examination as exhaustive as current “‘ above the line” 
expenditure. 

(8) The requirement of more intensive and more extensive financial 
control implies that financial policy itself must be mapped out on a broader 
scale—annual estimates and budgets are quite inadequate. 

(9) And if all this is so, can the rdle of budget maker be reserved for the 
Chancellor of the Exchequer as exclusively as now ?) Must not the Cabinet, 
or at least the Prime Minister as First Lord of the Treasury, play a 
bigger part ? 

What comments should this penetrating analysis call forth ? ‘The over- 
riding one to my mind is that inflation and efficient control over expenditure 
are, whatever you may do, utterly irreconcilable bedfellows. Suppose you 
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have your “* progressing’ procedure and try to project the effect of inflation 
on future expenditure, what chance have you of correctly forecasting the 
coefficient of inflation to be applied to your calculations? Very little, 
I should suppose. The very attempt to allow in estimates for inflation 
may have the effect of speeding up inflation. In any case the pace of 
inflation has a natural tendency to quicken. Are we to saddle the Treasury 
“ progressors ’’ with the task of working out the probable rate of acceleration 
of future inflation ? 

No, if we are to be doomed to perpetual inflation, I can’t believe that 
any financial machinery or procedure is going to give us a sound system of 
control of public expenditure. We shall just have to rely on the qualifying 
mercy that, under the modern fiscal system much more than formerly, 
revenue responds fairly promptly to the stimulus of inflation. 


Single- Year Budgeting Nonsensical 


Even so, the hard core of Mr Powell’s criticism remains. He may, 
perhaps, overstate the newness of his other “ escalators ”’ that tend always 
to increase expenditure. ‘There have always been those—e.g. ever since 
1870 the number of children requiring school accommodation has been 
increasing—though doubtless modern governments have been readier to 
incur obligations involving inestimable future expenditure than did those of 
the Victorian era. 

But on his main thesis, that single-year budgeting is nonsensical, Mr 
Powell is unquestionably right. He is right in that because, if he is right 
in his call for a continuous processing of expenditure estimates by the 
departments and the Treasury, the budget-once-a-year clearly loses its 
significance. ‘The continuous reviewing of expenditure postulates an 
equally continuous reviewing of revenue, with tax adjustments when they 
are called for and not just on April 15 or whatever the date may be. 

Mr Powell is right in theory. I still have some doubts whether what 
he wants will work in practice. Is this continuous processing going to 
prove a practicable proposition ? The mills of the Treasury are to grind 
exceeding small. ‘They are to grind capital programmes as well as current 
expenditure programmes. ‘They will submit the railways’ £1,500 millions 
modernization plan to the same meticulous examination as the annual vote 
for, say, the Foreign Office. But is it not likely that with these additional 
burdens laid on them the Treasury mills will grind with unconscionable 
slowness ? It is quite beyond me to guess what Mr Powell’s plan might 
require in the shape of extra administrative organization and staff but I 
imagine that the requirements would be formidable. Politics is the art 
of the practical and it is of no use installing fiscal mills of such scientific 
perfection that they would grind to a standstill on the excess of material 
served up to them—or else be wrecked by an infuriated and impatient 
populace. 

However, the last thing I want to do is to pour cold water on Mr Powell’s 
ideas. I am merely saying that this is an issue which cannot be rushed. 
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A gradual and concerted approach from the administrational and account- 
ancy angle is needed. It seems to me that Mr Powell himself, having 
raised the matter, is almost uniquely qualified to carry it a stage further. 
For a year he was at close grips with these complex problems and now he 
is neither in office nor in Opposition. Could he not transfer his ideas to 
the drawing board and sketch out a working model of the new mechanism 
of ‘Treasury control of expenditure ? 

Finally, there is Mr Powell’s thesis that if there is to be long-term 
budgeting, then the Cabinet and certainly the Prime Minister must be 
more closely associated with the Chancellor of the Exchequer in the 
budget-framing process than they are at present. Mr Powell is not alto- 
gether clear and unequivocal on this point. He regards as ‘ wholly 
salutary ’’ the present system by which, while expenditure is a collective 
responsibility of the Cabinet, tax policy is ‘‘ the personal and virtually sole 
responsibility of the Chancellor’’. Yet he evidently sees that if expendi- 
ture is to be planned over three or four years, it would be anomalous to 
plan taxes for only one year; and if taxes are to be planned—or even only 
roughed out—for three or four years, it is anomalous to assign the whole 
responsibility for the tax to one man (especially if the man is to change 
every few months) out of a Cabinet of eighteen or twenty. 

Personally, I think the present system is only salutary in one respect, 
that it is calculated to ensure secrecy for the fiscal details of the budget 
until the moment of their announcement in the House of Commons. It 
has always seemed to me odd, to say the least of it, that the Prime Minister 
should hear of the Chancellor’s proposals only three or four days before 
the budget speech and the rest of the Cabinet only one or two days before. 
So long as it is necessary that all proposed tax changes for the coming year 
should be announced at once, and so long as public opinion lays such 
enormous importance on there being no advance “ leakage ’’ of any of the 
changes, the system may be unavoidable. But it has no other recom- 
mendation and if, as the logical concomitant of Mr Powell’s two-, three- 
or four-year budget and processing of expenditure, tax rate adjustments 
were to be introduced as and when necessary (as is already the practice 
with the purchase tax) then the risks of premature disclosure entailed by 
previous submission of the proposed changes to the Cabinet for discussion 
and approval, would be greatly reduced. I can’t see how one can really 
defend a system under which the doctrine of collective responsibility does 
not effectively apply to taxation. 





Via Finance to the Summit 


Mr Powell, in his concluding sentences, seemed to suggest a compromise 
solution of the problem by which the Prime Minister, but not his colleagues, 
would be privy to the process of budget-making and would be let into the 
Chancellor’s “‘ secrets’ in the early stages. On that I will only say one 
thing—that I do not believe that in present conditions any man is fit to be 
Prime Minister if he has not already been Chancellor of the Exchequer. 


303 











That thought led me to count up the Prime Ministers of the past century 
(a) who had, and (6) who had not, previously served as Chancellor. Here 
are the lists: 


(a) (0) 
Peel Melbourne 
Disraeli Palmerston 
Gladstone Aberdeen 
Asquith Derby 
Lloyd George Lord John Russell 
Baldwin Salisbury 
Neville Chamberlain Rosebery 
Churchill Balfour 
Macmillan Campbell- Bannerman 
Bonar Law 
MacDonald 
Attlee 
Eden 


The scales have moved in favour of ex-Chancellor Premiers. Of the ten 
Prime Ministers in the last half century, only four had not been Chancellors 
of the Exchequer, while of the twelve Prime Ministers in the seventy years 
following the accession of Queen Victoria, only three had been Chancellors. 
The financial approach to the summit is gaining the ascendancy over the 
diplomatic. 


An Artist’s Sketchbook: No. 53 


BRITISH BANKS IN TOWN AND COUNTRY 


Westminster Bank, Haslemere 


‘ 

ASLEMERE is one of the highest towns in Surrey and, indeed, in the 

South of England. It hag expanded a good deal inthis century, but it 

still possesses good seventeenth- and eighteenth-century houses, inns, 
traditional Surrey tile-hung gables, tall clustered chimneys and a general 
air of prosperity and well-being. For the tourist there is an interesting 
museum, much good architecture and the parish church. The district has 
literary associations with George Eliot and with Sir Arthur Conan Doyle— 
who played cricket for Haslemere. 

In this setting the Westminster Bank is especially pleasing, as it is evident 
that great care has been taken in its design so as to render it architecturally 
appropriate. After making the drawing, I was interested to discover that a 
drawing of this part of the town had been made by Hugh Thompson, 4 
famous book illustrator and draughtsman of the Edwardian period. Judging 
from his drawing, it would seem that a building of similar appearance occupied 
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the site at that time; it was a tile-hung corner shop with great chimneys and 
big hanging gas lamps. The building of the present day seems an entirely 
new structure and is a successful adaptation of local styles. Only an archi- 
tectural purist might complain of the half-timbering and perhaps the lack of 
afinity between it and the brick and stone portion. An unusual touch which 
gives a quaint air to the bank is the gabled portion immediately above the 
entrance. The building displays an attractive pattern of colours, being of 
mellowed red tile, reddish-brown brick and a warm yellowish stone, in 
contrast to the vandyke brown of the woodwork. 
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Question Marks Over 


Canada’s Economy 


By E. P. NEUFELD 
TORONTO, mid-April 
ESS than a year ago the Progressive Conservative Party had 51 
members out of a total of 265 in the House of Commons. To-day, 


after two elections, it forms the Government and with 208 members 
it enjoys the largest Government majority in Canadian history. 


This change, even revolution, may be of considerable economic significance, 


for a number of economic issues loomed large in the election campaigns. 
The political upheaval is likely to affect also the official reception of the 
final report of the Royal Commission on Canada’s Economic Prospects 
(the Gordon Commission), which appeared recently. 

It is not possible to state with confidence what the economic reper- 


cussions of either the election or the Royal Commission Report are likely 


to be. There has as yet been insufficient time for campaign declarations 
and moral commitments of the Government to be translated into much 
policy legislation; it remains to be seen to what extent budgetary restraints 
or in some cases better judgment will temper former intentions. And it is 
anyone’s guess how closely the Progressive Conservative Party will wish to 
align itself with the Royal Commission’s Report in view of the fact that 
that Report was commissioned by the former Government and that the 
chairman of the Commission, Mr Walter L. Gordon, was an intimate 
election adviser of Mr Lester Pearson, the Liberal leader. 

Four major Canadian economic issues have been brought to the forefront 
of debate by the Conservative landslide. The first is unemployment, and 
the central bank’s past policy of credit restriction—which in the election 
campaign was publicly attacked by Conservative ministers; the second 1s 
Canada’s international economic relations, and the Conservative aim to 
lessen dependence on the United States and to increase trade with the 
United Kingdom; the third is the question of special aid to certain regions, 
and of how much to spend on promoting geographical expansion to the 
north; the fourth is the question of special supports to agriculture. 

In the first three-quarters of 1957 the Canadian economy levelled oif on 
a high plateau of economic activity; in the fourth quarter the gross national 
product, seasonally adjusted, fell by about 1 per cent in value terms, the 
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first such decline since the recession of 1953-54. The decline was attri- 
butable mainly to downward adjustments in business inventories and in 
investment in machinery and equipment, as well as to a slight fall in 
exports. ‘This year there may be a substantial decline in non-resident con- 
struction. Clearly the investment boom in the private sector of the 
economy has spent itself, for the present at least, and so far this has not 
been completely offset by increases in Government expenditures. Unem- 
ployment has therefore risen considerably; in February, 9.5 per cent of the 
labour force was out of work and looking for jobs, compared with 5.7 per 
cent in February, 1957; it should be recalled, however, that immigration 
reached record levels in 1957 and resulted in a much higher than average 
increase 1n the labour force. 

The new Government’s attitude toward unemployment has been made 
clear by the Prime Minister, Mr Diefenbaker. He has said that “ as long 
as I’m Prime Minister, deficit or no deficit, no Canadian or his family is 
going to be allowed to suffer because of unemployment’’. It is indeed 
patently clear that the Government has adopted the principle of deficit 
financing during recession, even though it has never acknowledged, so far 
as this writer knows, the principle of surplus budgeting during periods of 
inflation. ‘The change in economic activity, of course, will cut tax revenues, 
but the Government has fostered a further reduction in taxation by cutting 
tax rates and increasing expenditures. The upshot of all of this may be 
a budget deficit of up to $1,000 millions* in the current fiscal year. Tax 
reductions as such account for less than $200 millions of this. The rest is 
attributable mainly to increases in old age pensions, in the Government 
building programme, and in payments to the provinces. 

[n addition, moreover, projected increases in a number of Government 
outlays of a non-budgetary nature may create an overall cash deficit con- 
siderably in excess of the budgetary deficit. Additional Government funds 
will be needed for loans to foreign governments for purchasing Canadian 
agricultural products, to the Exchange Fund Account for financing a possible 
increase in official reserves of exchange, to the St Lawrence Seaway 
authority, and to other agencies and some provincial governments. 

An important element in the Government’s “ public works ”’ approach to 
combating the recession has been its programme of house building. ‘The 
Government has increased from $100 millions to $400 millions the amount 
of loans it may make to Central Mortgage and Housing Corporation, a 
Crown corporation. The result has been that home building is proceeding 
ata much faster rate than last year, and has helped to check unemployment. 
The problem of selling the newly constructed houses has at least in part 
been anticipated by the Government’s reduction of minimum down- 
payments and income requirements for purchasing houses financed under 
the National Housing Act. But a swift and substantial artificial stimulus 
to housing construction, as Canada is now experiencing, always involves the 
potential danger of over-extension. 


* Tr , . , . - , 
_* Throughout this article and the subsequent one, the dollar sign refers to Canadian 
dollars 
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The increase in all budgetary and non-budgetary items together may 
conceivably raise the public debt by well over $1,000 millions this year. 
This follows an almost continuous run of budgetary surpluses since the 
end of the war, reducing the public debt by over $2,000 millions between 
1946 and 1957. ‘The substantial turn-round of net Government outlays this 
year will provide a needed stimulus to spending. However, since many of 
the outlays are of a continuing nature, and since the Minister of Finance 
has held out strong hopes for further tax reductions, there is no assurance 
that if inflationary conditions return fiscal policy will provide even the 
minimum amount of anti-inflationary influence that it did under Liberal 
administrations. ‘The Government does not so far appear to be as alarmed 
about the threat of inflation as was the former Government—or, more 
significantly, as the Bank of Canada appears to be even now. 

In his annual report to the Minister of Finance, dated February 28 (one 
month before the elections), the Governor of the Bank, Mr J. E. Coyne, 
stated that it would be a mistake to assume that the underlying inflationary 
bias had disappeared. ‘The Bank’s policy has been one of caution. Some 
interest rates in early April were higher than in November last. Accordingly, 
the margin of Canadian over United States interest rates has tended to 
widen, encouraging substantial Canadian borrowing in New York, and an 
upturn in the premium on the Canadian dollar. This hardly adds up to 


a monetary policy strenuously countering recession. 


Clash with Central Bank 

It has been apparent for some months that the views of the Minister of 
Finance on monetary policy differ from those of the Governor of the Bank. 
What is more, this difference of view has recently produced the most serious 
disharmony between: the Governor and the Minister of Finance since the 
Bank began operations in 1935. In the Bank’s annual report, the Governor 
argued pointedly that ‘‘ tight money’”’ had not caused the recession, and 
even that according to one definition of “tight money ’’ (i.e. absolute 
reduction in the money supply) there had never been such a policy. Since 
the Progressive-Conservative Party while in opposition and after its close 
election victory of last June had not only taken it for granted that “ tight 
money ”’ existed, but had repeatedly charged that policy with bringing on 
the recession, it was not surprising that the Minister of Finance should 
feel uneasy over the Governor’s report. But it was unprecedented that he 
should issue a public statement in which he indicated sharp disagreement 
with the Governor—who, formally at least, is one of his most important 
advisers. Soon afterwards another Cabinet Minister publicly accused the 
Governor of political partisanship. 

Recently when the Governor was asked whether he intended to resign, 
he was reported to have answered, ‘“‘ No’’. Whether this whole sorry 
story is now finished is not at all certain, and while the Governor still has 
four years of his first term left, it always remains possible for the Government 
to force his resignation by a threat of introducing the necessary legislation. 
Those who are concerned to maintain the integrity of the central bank are 
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alarmed at this possibility and hope that the whole matter will be resolved 
by the Government expressing confidence in its monetary managers. 


Economic Relations with America 

It would be wrong to attribute the current widespread concern in Canada 
about the economic influence of the United States entirely to election 
influences. Ever since the magnitude of the problem was statistically 
defined by the Dominion Bureau of Statistics several years ago it has never 
for long remained out of public discussion. The Gordon Commission 
completed a special study on it running to 300 pages. When specific cases 
of the exertion of US influence arise, the whole problem is given an air 
of urgency. ‘The most recent instance was in March, when Ford of Canada 
was stopped by its United States parent from selling 1,000 motor cars to 
Communist China. Under the “ foreign assets control ”’ regulations of the 
United States Treasury, any company owned or controlled in the United 


FOREIGN CONTROL OF CANADA’S ECONOMY, END-1954 
Percentage of Capital Employed 


Controlled by Owned by 
All Non- US All Non- US 
Residents Residents Residents Residents 
Automobiles and parts .. - sa 95 95 78 78 
Rubber... , - - - 93 84 78 70 
Electrical apparatus - re sa 78 n.a. 70 62 
Chemicals . . - i - 75 51 64 44 
Petroleum industry a ‘a - 70 68 61 59 
Other mining - < ia a 57 54 60 56 
Pulp and paper .. 56 45 51 42 
Smelting and refining ‘of non- -ferrous 
native ores oa - - ae 55 55 59 44 
All other manufacturing "a ia 51 43 46 37 
Insurance .. ina - 43 32 62 n.a. 
Transportation equipment - € 36 21 34 19 
Agricultural machinery .. i sa 33 n.a. 35 34 
Beverages .. ea — iia ae 20 14 29 95 
Textiles... - ka a aa 18 10 21 12 
Other utilities 7 - - 7 11 10 16 14 
Primary iron and steel .. a ea 6 6 16 14 
Railways .. i - 2 2 35 16 
Chartered and savings banks .. oe 2 — 26 6 


States is debarred from trading with Red China. This difficulty for Canada 
remains unresolved. 

The magnitude of foreign ownership and control of various sectors of the 
economy is starkly brought out in the accompanying table, compiled by the 
Gordon Commission.* ‘The degree of foreign ownership and control has 
probably gone further since 1954; in some cases foreign influence may even 
then have been greater than these figures suggest, for in some industries 
foreign-owned companies comprise the larger and more powerful units. 

It is now generally accepted that public opinion will no longer be 
satisfied with mere exhortations to foreign-owned companies to “‘ be more 
Canadian ’’; rather, it will expect the Government to introduce relevant 








* The growth and distribution of foreign investment are analysed in detail in the 
subsequent article. 
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legislation before long. ‘The Minister of Finance, Mr Donald Fleming, re- 
cently outlined to an American audience the aspects of foreign controlled 
company operations which are objectionable, and these probably indicate 
the objects that the legislation will attempt to achieve. Mr Fleming’s list 
of complaints included (1) the inability of Canadians to own stock in some 
important subsidiary companies in Canada; (2) parent company restrictions 
on export sales of subsidiary companies; (3) parent company control over 
purchases by subsidiary companies in Canada; (4) insufficient attempts by 
subsidiary companies to train Canadians to executive levels; (5) discourage- 
ment of subsidiary companies in Canada from undertaking research; and 
(6) the aloofness of foreign companies toward charitable and other com- 
munity endeavours. The suggestions of the Gordon Commission were 
that foreign-owned concerns should (1) employ more Canadians in senior 
positions and purchase Canadian supplies whenever feasible; (2) publish 
statements disclosing fully the results of operations in Canada; (3) include 
independent Canadians on boards of directors; and (4) sell an appreciable 
interest in their equity stock to Canadians. It also suggested tax incentives 
as a possible means of achieving some of these objectives. 

On the question of foreign ownership of Canadian banks and life insurance 
companies the Gordon Commission was even more specific. Because of 
their importance in the Canadian capital market and for monetary policy it 
suggested that “. . . appropriate action be taken to prevent any substantial 
measure of control of these institutions from coming into the possession of 
non-residents. One way in which this might be accomplished would be 
to provide by statute that any shares in such institutions which in the 
future are acquired by non-residents of Canada would be ineligible to 
vote....” It remains to be seen how the Government can deal effectively 
with this problem of. foreign capital without disturbing economic ties with 
the United States to the point where Canadian economic growth is per- 
ceptibly slowed down. 


Which Way on Tariffs ? 


An equally awkward problem confronts the Government in its tariff 
policy. Ever since Sir John A. Macdonald in 1879 introduced his national 
policy of “‘ protective tariffs’, the Conservative Party has been known as 
the high tariff party. But when a determined lawyer from traditionally 
free-trade Saskatchewan becomes head of the party and Prime Minister it 
is at first not quite certain what might happen to tradition. The way out 
of the conflict of interests seems to be becoming disturbingly clear. 
Western farmers show much less opposition to tariffs than they used to do, 
and this not merely because some industry is growing up around them. 
Rather they appear convinced that a much more direct solution to the low 
level and the instability of their income is Government action in the form 
of guaranteed prices and transfer payments. As will be shown below, the 
Government has already moved in this direction, which may well give 
it greater leeway in yielding to pressures for increased tariffs. 

Those pressures seem to be mounting on all sides. A revised schedule 
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of tariffs (some increases and some decreases) on iron and steel, pipes and 
tubes, and zinc products may become effective this summer; a new schedule 
on fresh fruits and vegetables may be longer delayed. Reports by the 
Tariff Board on various aspects of the textile tariff will not be complete 
for some time, and since more protection for the textile industry would be 
likely to affect imports from the United Kingdom, the Government may 
wish to move carefully. Such tariff changes would prejudice the success 
of the Commonwealth Trade and Economic Conference in Montreal next 
September and of the Government’s declared policy of shifting some of 
Canada’s trade from the United States to the United Kingdom. The 
decision on textile tariffs, in fact, could prove to be decisive in determining 
what sort of tariff policy Canada and the world may expect from the Pro- 
gressive-Conservative Government, and whether in its determination to 
foster the growth of secondary industries the Government will go beyond 
the far from free trade suggestion of the Gordon Commission: 


.. . We do not believe it would be wise for Canada to embark upon any 
general programme of tariff reduction on a unilateral basis. In fact, if our 
predictions about the nature, extent and direction of Canada’s export trade 
are borne out by events, there may be less reason in the future for Canada 
to make concessions in the realm of commercial policy than there has been 
in the past or than there would be if our exports were or could reasonably 
be expected to be distributed more evenly over the countries of t'e world. 
In the meantime it would seem sensible for this country to hold the tariff line 
on the average at about its present level. 


To this writer, however, it seems that the European common market, and 
particularly the United Kingdom’s interest in maintaining its trade in it, 
have added an important dimension to the considerations affecting Canada’s 
policy on tariffs and trade, which it can choose to ignore only at the risk of 
harm to its trade in future. In this broader context the Thorneycroft free 
trade proposals made to Canada at the Mont Tremblant conference last 
year should be viewed much more closely than the Canadian Government 
appears to have done so far. 

This proposal was made in response to Mr Diefenbaker’s plan to shift 
trade from the United States to the United Kingdom, if not in absolute 
terms then in relative terms, the figure of 15 per cent having been men- 
tioned. ‘The Gordon Commission has forecasted that natural influences 
will do nothing of the kind, and on the contrary that they will increase the 
relative proportion of Canada’s trade with the United States. It would 
seem to follow that only artificial trade barriers in the form of discrimination 
in tariffs, quotas or exchange rates could achieve the sort of shift in trade 
mentioned above. ‘Trade diversification would indeed have to offer sub- 
stantial advantages for it to be worth the economic costs which such rigidities 
would involve. And since gyrations in the United States economy can 
affect the Canadian economy through their effect on third countries as well 
as through direct trade with Canada, it may be wondered how great the 
advantages of diversification really are. 

The Diefenbaker Government has also committed itself to giving more 
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Take expert advice / 


INCOME TAX presents problems to most of us at some time or another, 
but the subject is so vast and complicated that even those professionally concerned, 
and whose advice is very often sought on tax matters, may be glad to turn to a 
never-failing source of expert guidance on income tax law and practice—they can 
rely upon the five volumes of SIMON’S INCOME TAX for complete information. 


Lord Simon’s great work, now in its Second Edition, was compiled under 
his guidance by an experienced team of lawyers, accountants and officials from the 
Inland Revenue Department; in this way, all practical requirements are met and no 
aspect of the subject is neglected. Furthermore, helpful accountancy examples 
illustrate the text in a way which no amount of verbal explanation could excel. 


This is a book which speaks with the voice of authority, in clear under- 
standable terms, free from jargon and vague generalisations. It is a sound investment, 
particularly as the regular Service keeps it up to date by taking account of all develop- 
ments such as judicial decisions, changes in practice and new legislation. Particular 
importance is attached to keeping subscribers fully informed of Budget changes 
without delay. The text of the relevant portions of the new Finance Bill will be in 
subscribers’ hands, complete with annotations, within a few days of the official 
publication date, while the text of the relevant portions of the Finance Act, fully 
annotated and indexed, will be issued in booklet form only two or three weeks after 
Royal Assent. This is all just a part of the SIMON Service! 


SIMON is a work which is so useful that, as a writer in ACCOUNTANCY 
said, ““ Any office without a copy is unfurnished.” 


FIVE VOLUMES, INCLUDING INDEX: 
Price £15 15s. net per set; by post 8s. extra 


SERVICE: £3 3s. ANNUALLY 


An illustrated leaflet about SIMON’S INCOME TAX is obtainable from: 
BUTTERWORTHS, 88 Kingsway, LONDON W.C.2 


Showroom: 11-12 BELL YARD, TEMPLE BAR, W.C.2 
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aid to regional development. ‘There are really three aspects to this: raising 
the living standards of regions with low incomes; assisting in development 
projects that are too large for provincial governments; and extending the 
frontier into northern Canada. On the first point the Government will 
have the support of the Gordon Commission, which pointed out that the 
nation is now much wealthier than it used to be and can therefore concern 
itself more than in years gone by with wealth distribution and less with 
wealth creation. The Federal Government has already increased from 
10 per cent to 13 per cent the proportion of total personal income taxes 
collected that it returns to the provinces (making an increase in transfers 
of about $62 millions) and it has made special grants to the maritime 
provinces totalling $25 millions. 

Much was made in the last election about “‘ northern development ”’, 
and it seems clear that the Government is going to proceed with building 
some roads in the Yukon and the District of Mackenzie. What will be done 
remains to be seen. The Government’s vision of development in the 
north does not appear to have been shared by the Gordon Commission, 
which pointed out that it would require “ the ruthlessness of a Peter the 
Great ” to populate those regions, and that “ anything that can be done to 
enable Canadian industry of all kinds to profit from technological change 
will probably yield larger dividends than deliberate efforts to press the 
physical frontier further north, although that may be highly desirable on 
other than economic grounds ”’. 

Some of the Government’s responses in economic development occurred 
during election campaigns and when it enjoyed no clear majority in the 
House of Commons—an environment which left little time for careful 
thought and which made the Government particularly susceptible to local 
and provincial pressures and prejudices. It may now be hoped that the 
most careful attention will be given to the economic consideration of the 
alternative investment forgone, and to the general problem of the rdle 
of Government in economic development, so that a comprehensive and 
consistent national development policy may at last emerge. 

Finally, the Conservatives have promised a better deal for farmers. ‘The 
views of the Gordon Commission on agricultural policy were as follow: 


66 


We would doubt the wisdom of large-scale programmes to extend the geo- 
graphical limits of agricultural settlement. We would be hard to convince 
that Canadian agriculture as a whole is likely to benefit from the investment 
of large amounts of capital in monumental irrigation schemes. . .. We 
would have questions to ask about the indefinite continuance of Government 
payments to agriculture which would, either directly or indirectly, have the 
effect of perpetuating uneconomic farming enterprises. Finally, we would 
warn against any and every measure that might stimulate the tendency 
toward over-production and, in consequence, depress average incomes of 
Canadian farmers. 


It is with these admonitions carefully made that the Commission goes on 
to suggest, among other things, that farm prices be supported by the 
Government. 
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Parliament has already passed the Agricultural Stabilization Act, which 
provides for mandatory floor prices at 80 per cent of the last ten-year average 
price for all farm products listed in the Act. In addition, it permits the 
Agricultural Stabilization Board to set prices having due regard to costs of 
production. Some floor prices have already been announced. A revolving 
fund of $250 millions is available for supporting farm commodity prices. 

The Government has also enacted a scheme for making interest-free cash 
advances to western farmers on security of grain stored on the farm. (The 
former Liberal Government had begun to pay part of the storage costs of 
grain delivered but not sold, but had steadfastly reyected schemes for cash 
advances.) In addition, the Government has increased the maximum 
liability that the official Export Credits Insurance Corporation may have 
outstanding. Further sales of wheat on credit are now possible. 

It may be noted that in some aspects of the Government’s economic inter- 
vention here outlined there appears to be a bias towards alleviating symp- 
toms of economic ills, and rather less to isolating and operating on the causes 
of those ills. ‘There is a danger than transition troubles in industry may 
be met by tariffs, and not by a comprehensive scheme of redeployment of 
resources; and that agricultural problems may be met by transfer payments, 
which could tend to maintain the status quo, rather than, for example, by 
measures to assist the transition to more economic farming units. With a 
large majority in the House of Commons, it is hoped that Canada’s Con- 
servatives will now find more time to evaluate the economic aspects of some 
of its popular proposals for Government action. 








Foreign Capital in Canada 


A STATISTICAL SURVEY 


By M. F. LLOYD PRICHARD 


in Canada totalled $1.25 billions; by the end of 1956 it was est- 

mated at $15.5 billions. In recent years the inflows of foreign funds 
have attracted particular attention both because of the great magnitudes 
they have assumed since 1949 and because of the increasing proportion of 
Canada’s investment funds coming from the United States. Table | 
shows that the main periods of rapid growth in this century were the decade 
before 1914, the inter-war period up to 1930 and the recent post-war period, 


314 
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particularly from 1948 onwards. By 1956 total foreign investment in 
Canada was double its level eight years earlier. 

In 1914, United Kingdom investments in Canada were three times as 
large as those of the United States. After 1914, however, a dramatic 
transformation took place. In the four years to 1918 the flow of US 
investment to Canada was nearly as great as that in all the years before 
1914; and from 1918 up to 1930 United States funds flowed to Canada in 
large amounts, while there was only a small trickle from the United King- 
dom. From 1930 to 1939 there was a reversal in the flow of capital both 
from the United States and from the United Kingdom, though there was 
a small inflow from other countries (and particularly from continental 
investors seeking political safety). During World War II large realizations 
of United Kingdom investments in Canada were made; at the same time, 
there was an appreciable increase in United States investments. 

Since 1939, investment in Canada by United States lenders has risen 
persistently, taking an increasingly important share of total foreign invest- 


: TABLE I* 
ESTIMATES OF FOREIGN CAPITAL INVESTED IN CANADA 


($ millions) 
Amounts Owned by 


United United Other 
Kingdom States Countries Total 
1900—Total .. “a 1,050 168 14 1,232 
Changes: 1900-14 - 1,728 + 713 + 164 +- 2,605 
1914-18 - - 49 + 749 - 1 + 699 
1918-26 ” - 92 +- 1,566 - 7 +- 1,467 
1926-30 - — 129 +- 1,464 + 18 + 1,611 
1930-39 i —- 290 - 509 + 98 —- 701 
1939-45 - —- 726 -: 839 : 66 ! 179 
1945-48 - - 142 - 576 - 20 + 414 
1948-51 a -- 170 ‘- 1,693 -- 108 + 1,971 
1951-54 ‘i 403 ‘- 2,433 + 264 + 3,100 
1954-56 s% -- 494 +- 1,959 + 371 + 2,824 
1956—Total .. ‘a 2,675 11,651 1,075 15,401 


* This table and subsequent ones are compiled from information in the 
Canadian Bureau of Statistics. All years relate to year-ends throughout. 


ment in Canada. From 1948 to 1956, United States investments in Canada 
were nearly six times as great as those from the United Kingdom, and 
comprised about three-quarters of the total new foreign investment in 
Canada in the period. At a total of $11,651 millions, US investments in 
Canada represented more than three-quarters of all non-resident invest- 
ments there. Britain’s post-war investments in the country succeeded in 
making good the wartime losses only by 1956. 

The other major change in the pattern of foreign investment in Canada 
has been the swing towards direct investment rather than portfolio invest- 
ment. Since the end of World War II, direct investments have gradually 
increased, exceeding the accumulated total of portfolio investments in 1952 
(though in 1956 there was a spurt in the inflow of portfolio capital). As 
will be seen from Table II, the bulk of Britain’s Canadian investments 
are still held in securities; but the post-war capital exports have nearly all 
been in the form of direct investments, chiefly in manufacturing and mer- 
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TABLE II 
DIRECT AND PORTFOLIO INVESTMENTS IN CANADA 


($ millions) 
Aggregate Investments Owned by 


(% Owned by US shown in italics) 
1926 1930 1939 1948 


Residents of United States Residents of United Kingdom 

Direct Portfolio Total Direct Portfolio Total 
1900 > ep n.a. n.a. 168 n.a. n.a. 1,050 
1914 =a ae n.a. n.a. 881 n.a. n.a. 2,778 
1918 sa a n.a. n.a. 1,630 n.a. n.a. 2,729 
1926 sis ee 1,403 1,793 3,196 336 2,301 2,637 
1930 + a 1,993 2,667 4,660 392 2,374 2,766 
1939 diy i 1,881 2,270 4,151 366 2,110 2,476 
1945 ic i 2,304 2,686 4,990 348 1,402 1,750 
1948 “a ay 2,807 2,760 5,567 400 1,208 1,608 
1955 7 a 6,517 3,772 10,289 883 1 464 2,347 
1956 ss a 7,425 4,226 11,651 — — 2,675 

TABLE III 


PROPORTION OF FOREIGN OWNERSHIP OF CANADIAN INDUSTRY 
Percentage of Total Industry Owned by All Non-Residents 


1954 


Total US Total US Total US Total US ‘Total US 
35 























UNITED STATES DIRECT INVESTMENT IN CANADA 
($ millions) 
1946 1948 1950 1952 1954 
Gross inflows of new capital: 








Manufacturing i . a 40 33 42 34 42 48 39 
Mining, smelting, petro- 
leum development -« of ae 44 34 40 31 39 32 59 34 
Steam railways a Ss 56 621 57 18 45 21 35 16 
Other utilities os . a a 360=—s 30 27 =20 20 16 16 14 
Total of above industries 
and merchandising . a ee 39 =24 38 8622 32s 23 32 «25 
TABLE IV 
ESTIMATED BOOK VALUE, OWNERSHIP AND CONTROL 
($ millions) 
TOTAL CAPITAL pe NON-RESIDENT 
EMPLOYED OWNE OWNED US OWNED 
1926 1954 1926 1 954 1926: 1954 1926 1954 
Manufacturing .. - i & 1.9 4.8 1.2 4.4 0.9 3.6 
Mining, smelting and petroleum 0.6 2.9 0.4 #%1.2 0.2 1.7 #=O.2 1.6 
Steam railways .. a ie Bee Bal ‘8 24 93 41.35 @3 Ge 
Other utilities .. 1.3 5.6 0.9 4.7 0.4 0.9 @0.3 0.8 
Merchandising and construction 2.1 6.2 1.9 5.6 0.2 0.6 90.1 0.4 
Total - es di -- 10.6 28.6 6.7 18.9 3.9 9.1 2.0 7.0 
» TABLE V 















Petroleum aemuued - - Ki 2 7 116 178 187 
Mining a - oo 30 98 66 
Pulp and paper - av a 14 9 7 23 
Manufacturing ( 71 41 
Utilities ] 2 2 
Merchandising > .. - i>: a 37 88 5 ) 
Financial 1 15 
Miscellaneous 2 7 
Total ‘ - io co. 79 243 364 350 
Return of capital 7 i . 18 43 45 62 
Net capital inflow for direct investment 38 61 200 319 288 


1956 
228 
62 
33 
121 
2 
12 
12 
10 
480 
71 
409 
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chandising. In America’s contribution, by contrast, direct investments have 
traditionally played a more important rdéle, but since the war US portfolio 
investment, while it has been well below direct investment, has by no 
means been insignificant. 

America’s huge direct investments in Canada one given it a substantial 
degree of ownership and control of Canadian industry. ‘Tables III and IV 
show an almost continuous increase of foreign ownership in the vital spheres 
of manufacturing, mining and smelting, and petroleum exploration and 
development. By the end of 1954, 48 per cent of Canadian manufacturing 
industry was owned by non-residents, and 39 per cent by investors in the 
United States; while the capital in this sector subject to foreign control 
amounted to 54 per cent, and that under United States control to 45 per 
cent. In mining, smelting and petroleum development and exploration, 
non-resident ownership accounted for 59 per cent and American ownership 
for 34 per cent. 

TABLE VI 
ESTIMATE OF CANADIAN BALANCE OF FOREIGN INDEBTEDNESS 


($ millions) 











Year ends 
1926 1930 1939 1948 1954 1956 
Canadian liabilities: 
Direct investments 1.8 2.4 y 3.3 6.8 8.9 
Government and municipal bonds 1.4 ie 1.7 1.6 y a. 
Other portfolio investments 2.5 aon 2.6 2.3 3.1 3.4 
Miscellaneous 0.3 0.3 0.3 0.3 0.7 1.0 
Total non-resident long-term in- sagas , pecrtenaeitane 
vestment in Canada ca 6.0 7.6 6.9 7.5 12.6 15.4 
Gross liabilities 6.4 8.0 7.4 8.4 13.7 16.7 
Canadian assets: 
Direct investments 0.4 0.4 0.7 0.8 1.6 1.9 
Portfolio investments : 0.5 0.8 0.7 0.6 0.9 1.0 
Government of Canada leans _. = a —— 9 1.7 1.6 
Government subscriptions to IMF : | 
and IBRD - me a — — — 0.4 0.4 0.4 
Total Canadian long-term invest- 
ment abroad ao 0.9 1.2 1.4 : 4.6 4.9 
Gross assets 1.3 1.3 1.9 4.7 6.9 : 
Net liabilities 5.1 6.5 5.5 » Fe 6.8 9.5 





It will be noted that non-resident capital was concentrated mainly in the 
spheres of Canadian manufacturing, mining and smelting; resident-owned 
capital weighs large in railways and other utilities and merchandising, so that 
by end-1956 resident-owned capital still made up a large percentage of 
total capital employed. The inflow of American capital into the petroleum 
industry has been particularly heavy, as Table V shows (though there are 
a number of individual industries in which the proportionate foreign stake 
is larger; see the preceding article, page 309). 

The expansion of the petroleum industry, of course, played a considerable 
part in Canada’s post-war boom; and oil has been an important feature of 
the balance of payments in the last decade. Over 25 per cent of the 
growth in the book value of all non-resident-owned long-term investment 
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in Canada is due to the petroleum and natural gasindustry. It is interesting 
to compare ownership and control in 1945 and 1955. The book value of assets 
in the petroleum industry by the end of 1955 amounted to $2,770 millions, 
about nine times the total in 1945. While the amounts owned by Canadians 
increased by about six times, oil investments owned by United States 
residents and others increased by fourteen and fifteen times respectively. 
The proportion of the industry owned in Canada declined from 59 to 36 per 
cent; and the proportion of the book value of the industry represented by com- 
panies controlled by Canadians fell in the ten years from 43 to 20 per cent. 

The effect of the inflow of foreign capital on the ownership and control 
of Canadian industries has received increasing attention in the last three 
years. Canadians resent the growing intrusion of foreign capital, and 
especially American capital, into the industrial heart of their economy; and 
the criticism is by no means based wholly on nationalistic grounds, 
Canadians feel that subsidiaries of American companies in their country are 
given too little control over their own affairs.* The present Government 
is seeking to encourage Canadians to acquire—where this 1s. possible—a 
bigger stake in the foreign-controlled corporations. Can this be done on 
a significant scale without either curtailing Canadian consumption below 
tolerable levels or imposing big checks to the pace of expansion? This 
is Canada’s dilemma. 





* See Mr Neufeld’s discussion of this subject on pages 309-10.—EpITor. 
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Building Societies and 
the Law 


By JOHN MARVIN 


HE building societies can claim that their arithmetic and their 

business nous last year was better than that of their critics. 

They refused to adjust the rate of 34 per cent net that they pay to. 

shareholders and the 6 per cent that most of them charge to bor- 
rowers so as to take cognisance of the 7 per cent Bank rate. They went 
on for six months quoting rates that looked barely attractive to investors, 
but they: pulled in enough new savings to make a very presentable showing. 
The aggregate figures published by the Registrar are not due until the 
middle of this month, but rough estimates are possible. The building 
societies lent approximately £370 millions in 1957, a figure that has been 
exceeded only twice in the history of the movement, and they did not lend 
much less in the fourth quarter, of 7 per cent Bank rate, than in the earlier 
quarters. They increased their holdings of gilt-edged securities and cash 
though they allowed them to fall to a slightly lower percentage of total assets. 
They therefore emerge from their six months of defiance fighting fit and 
thanks to the Bank rate reduction again offering a rate that looks attractive. 
The normal share interest of 34 per cent net offers the equivalent of 
{6 1s 9d gross to the investor liable to the standard rate, and in a world of 
6 per cent that looks enough. 

The critics (including the present writer) must climb down, but in doing 
so they are entitled to point out that the building society movement diverges 
from the general trend of interest rates only at a certain cost. The cost in 
this instance fell both on the shareholders, who had to accept for a time a 
rate of interest below the market, and on the would-be borrowers. At no 
time during the year were the societies as a whole able to meet the demand 
for new mortgages in full and towards the end of the year the shortage of 
funds became marked. But the societies were reluctant to move, because 
existing borrowers had mostly already suffered two increases within a 
short period, while to raise the charges only to new borrowers would not 
immediately have produced sufficient extra income to cover increased 
interest to all shareholders. 

When share interest goes up the income tax that the societies have to 
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TABLE I 


GILT-EDGED DEPRECIATION AND RESERVES 


Net Reserves, 1957 
(i.e. Reserves less 


Depreciation) 
Investments at Per cent Market ** True” 
Book Value Unquoted Depreciation Reserve 
1956 1957 1956 1957 1956 1957 Ratio 
£9000s £000s £000s Per cent 
Halifax .. ‘ea 48,069 55,540 53.3 49.3 -+1,055* +171* 13,182 3.8 
Abbey National .. 31,397 33,613 50.8 47.0 1,398 1,661 8,921 3.2 
Co-operative Perm 16,747 20,708 a0 °84 1,193 2,016 2,765 1.7 
Woolwich Equit. . 16,967 18,964 0.3 0.3 2,464 2,822 2,617 1.9 
Leeds Perm a 12,943 13,323 79.5 93.4 109 154 5,492 5.0 
Provincial ie 7,958 8,208 71.4 72.2 288 322 4,266 5.9 
Alliance .. - 8,602 8,734 30.7 39.7 628 741 641 1.0 
Burnley .. Ain 6,466 6,770 75.3 74.8 205 269 503. 3.6 
Leicester Perm .. 4,206 4,302 1.6 1.1 Nilt Nil? 2,608 5.9 
Temperance Perm 3,987 4,084 35.2 40.6 313 343 1,795 4.6 
Scottish Amicable 5,677 5,552 0.2 Nil 1,287 1,428 —430 -1.9 


* Excess over market value.. + At Jan 15,1957. ? At Jan 15, 1958. 


ciation’s recommended (but not compulsory) rates. And that means hand- 
ing business to societies that, with a few notable exceptions, it is least 
desirable to encourage. 

But if those risks are acceptéd the building society movement has shown 
that it can still for a period of months at least call its own tune on interest 
rates. The momentum that enables the societies to do so arises from the 
fact that on the average not much more than one-half of the funds that 
they have available for new mortgage lending (or for the repayment of 
investors needing their money) arises from net new investment by the 
public. ‘The rest comes from the regular repayment of existing mortgages. 
It is also more tempting to limit lending to the funds available and to turn 
away would-be borrowers than to jack up lending and borrowing rates, 
because so many existing borrowers have an automatic right to lengthen 
the periods of their mortgages instead of increasing the monthly payments. 
Many of them if they extended payments further would be making virtually 
no repayments of capital at all. 
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pay on it goes up too, and arithmetically there are only a few break-even 
points. ‘To most societies it seemed that if the basis of 34 per cent paid 
and 6 per cent charged was abandoned, the next stopping point would be 
4 per cent paid and 63-7 per cent charged. ‘This would indeed have been 
a high mortgage rate. Most societies therefore stood their ground, though 
some made minor adjustments. The Halifax brought its old borrowers 
up from 5? per cent to 6 per cent; the Co-operative Permanent decided to 
charge 6} per cent on all new mortgages. ‘Some societies, including the 
Alliance, also add an initial charge (entrance fee of 1 per cent) to the bor- 
rower’s charges. A few broke away in the direction of 7 per cent mort- 
gages, and some (including certain small London societies) raised share 
interest above 34 per cent. ‘These examples pinpoint the second dis- 
advantage of being out of step with the market; it stimulates growth in the 
minority of societies that charge more than the Building Societies’ Asso- 
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The financial stresses of 1957 produced one major casualty among the 
building societies. ‘The Scottish Amicable, which had invested not only in 
long-dated but in dateless stocks, is to be taken over by the Co-operative 
Permanent, on terms that make the payment of shareholders’ interest 
between January 16 (the start of the Scottish society’s financial year) and 
the transfer date, probably in June, contingent on further recovery in the 
gilt-edged portfolio. ‘The Co-operative in fact takes over on a basis of 
about 19s 5d in the pound for shareholders’ capital. That seems inevitable, 
since investment decisions taken several years earlier showed up last year in 
a depreciation that exceeded the total reserves by a substantial margin. 
Other societies have not suffered like that, but most balance sheets show 
the scars of investment depreciation. In general, building societies do not 
write down their gilt-edged investments to market prices. The important 
exceptions are the Halifax, which is nevertheless more than {1 million 
worse off in market values than it was a year earlier, and the Leicester 
Permanent. 


Which are the “ Risk ’’ Assets ? 


Thinkers in the building society movement have long recognized that for 
them the liquid assets are really the risk assets—that if book losses were 
to be written off in the balance sheet as they should be, the swings of the 
gilt-edged market would involve losses (and gains) that far exceed anything 
a cautious society is likely to experience on its mortgages. The societies 
to their credit have in general also seen that they must nevertheless main- 
tain strong liquidity ratios; when withdrawals are above normal, as they 
have been through the dear money period, the maintenance of strong liquid 
resources is the guarantee to depositors and shareholders that they can be 
repaid. Logic should indeed lead the societies a step further; the market 
value, not the book value, is the amount that can be so paid out, and to say, 
as building society men so often do, that the investments will be held to 
redemption and yield a profit may turn out to be true but is wholly irrelevant. 

A good deal of fresh thinking has gone into investment policies in the 
last year or two. But there is no single short cut to an entirely satisfactory 
investment policy. That stocks should be fairly short dated is now taken 
forgranted. But even the Halifax Society, which keeps its dates on the short 
side, can still suffer heavy losses on the short-medium dated stocks. The 
risks of the market are such that it is likely that those societies that tradi- 
tionally maintain high liquidity ratios will prevent those ratios rising further. 
Ratios in the good societies are high—17.9 per cent at the Halifax, about 
14} per cent at the Abbey National and the Co-operative, and 16 per cent 
at the Woolwich Equitable. These ratios far exceed the Association’s 
minimum requirement of 7} per cent liquidity and it seems reasonable that 
they should be pushed no higher. 

Another device by which societies seek to protect their balance sheets 
against depreciation is more questionable. Visible depreciation can be 
avoided by the use of unquoted mortgage loans to local authorities. They 
are shown in balance sheets naturally at par and often contain stress clauses 
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entitling the lender to call for repayment in circumstances of financial 


difficulty. ‘They can also be phased in maturity dates so that a big society 
that holds a large number of them can have money regularly coming in. 
But it is not pleasant for a building society to admit to financial stress. 
Nor does a holding of unquoted stock mean that no depreciation has been 
suffered; it means merely that no depreciation is apparent. 

The basic reason why there have to be liquid assets and therefore an 
investment policy, is of course that the societies are borrowing money on 
the promise of repayment almost on demand—and lending it on long 
mortgage. ‘That suggests one further way out—to borrow on longer terms; 
and in the past year several societies have introduced term deposits bearing 
a higher rate than the normal shares and deposits and not repayable with 
anything approaching the same facility. The movement towards term 





deposits is to be welcomed. But its limitations are obvious. The margin 
TABLE II 
BUILDING SOCIETIES’ COMPOSITE BALANCE SHEETS 

Liabilities f{mns Per cent Assets {mns Per cent 

1955 
Shares 1,732 83.9 Mortgage balances : 1,752 84.7 
Deposits . - 217 10.5 Investments (book value) 240 11.7 
Other liabilities . . 20 1.0 Cash 57 2.8 
Reserves .. es - 96 4.6 Other assets 16 0.8 
2,065 100.0 2,065 100.0 

1956 
Shares... oa .. 1,913 85.7 Mortgage balances .. 1,882 84.0 
Deposits .. - - 194 8.7 Investments (book value) 277 12.6 
Other liabilities .. ‘a 25 1.0 Cash me a hs 59 2.7 
Reserves .. kid + 102 4.6 Other assets = ~ 16 0.7 
/2,234 100.0 2,234 100.0 

1957* 
Shares... ” .. 2,080 86.3 Mortgage balances .. 2,025 84.2 
Deposits .. “a id 190 7.8 Investments (book value) 304 12.3 
Other liabilities .. > 32 1.5 Cash aN ~ - 60 5-9 
Reserves .. es 107 4.4 Other assets i“ ns 20 1.0 
2,409 100.0 2,409 100.0 

* Approximate. 

between borrowing rates and lending rates is already finely cut. ‘To pay 


more for a particular type of deposit is feasible only if the large majority 
of the depositors do not accept that option. Like the Co-operative Per- 
manent Society’s scheme for fixed mortgage rates introduced a year earlier, 
it works well enough if only a few accept it. Moreover, the main selling 
point for building society investment is that it is readily encashable. 
Without that attraction the public might with reason prefer quoted stocks. 
So for many years to come it is likely that the societies will have to con- 
tinue to rely mainly on quickly repayable shares and deposits, and to do so 
they will have to hold adequate resources in Government short-dated bonds 
or Treasury bills, irrespective of the yield on. them or the risks of market 
depreciation. In the past year it has been the societies’ good fortune that 
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yields have been attractive. Bearing in mind that the societies do not pay 
tax on capital gains, yields that exceeded the 6 per cent that most mortgage 
money earns have been available in the gilt-edged market. 

When they look forward towards the problems of 1958, the managers of 
the building societies must feel that investment policy is only one of their 
problems. Among the others, the attraction of sufficient money for mort- 
gage lending is certain to bulk large. The housing boom may be well 
past its peak, but the demand for mortgages is not. Increased personal 
house ownership is already one of the evident by-products of the Rent Act, 
and unless the Government spurs the local authorities into much freer 
lending under the Housing Acts and the Small Dwellings Act the burden 
will fall on the building societies. With Bank rate now reduced and 
building society interest unchanged, the chances of having more money to 
lend look reasonable. But there is an inverse connection, if not always an 
obvious one, between the flow of new capital issues on the Stock Exchange 
(which is likely to be heavy) and the proportion of saving that gets channelled 
into the societies. 


The Budget Concession 


Secondly, the working margin that the societies allow themselves is 
adequate to allow small additions to reserves, but not adequate to allow 
reserves tO grow in proportion to the growth of total assets experienced in 
recent years. As the tables show, while reserves have grown, the ratio of 
reserves to total assets has fallen. As a very rough average, 5s per £100 
of total assets has been available for increasing reserves in the past few years. 
For the next year or two, matters should be improved by the budget con- 
cession. In future, instead of paying profits tax at the special rate of 2 per 
cent on a fictitious profit struck before charging deposit or share interest, 
societies will pay the new single rate of 10 per cent on retained profit struck 
after deducting share and deposit interest. Subject to the wording of the 
Finance Bill, the societies understand that the composite rate of tax which 
they pay on behalf of their shareholders and depositors ranks as part of 
that interest. On that assumption the movement as a whole, which paid 
about {2.2 millions of profits tax last year and might have had to pay about 
{2.3 millions this year, hopes to save rather less than £1 million of tax 
and to have about 6s per cent to add to reserves. 

Administrative costs of the societies in the past year have been kept low. 
They rise only when societies open additional branches and usually therefore 
they are lower among the small-medium societies that stick to their own 
localities than in the big nation-wide ones. Nevertheless, the margin that 
most societies now have for addition to reserves is scarcely comfortable. 
Moreover, one factor in costs is steadily rising—the composite rate of tax 
that the societies pay in respect of interest paid out net to their members. 
It is based on a four-yearly sample of shareholders and depositors and 
over the past ten years has risen from 4s 3d in the pound to the present 
figure of 5s 6d—while the standard rate of income tax has been reduced 
from 9s to 8s 6d and various concessions have been made on the personal 
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sophisticated investors. 


Halifax 


Abbey National 
Co-operative Permanent. 
Woolwich Equitable 
Leeds Permanent. . 
Provincial . . 

Alliance 

Burnley 

Leicester Permanent 


Temperance Permanent .. 


Halifax 


Abbey National 
Co-operative Perm. . 
Woolwich Equitable 
Leeds Permanent .. 
Provincial 

Alliance 

Burnley 

Leicester Permanent 
Temperance Perm.. 


Halifax 


Abbey National . 
Co-operative Permanent 
Woolwich Equitable 
Leeds Permanent 
Provincial 

Alliance .. 

Burnley 

Leicester Permanent 
Temperance Permanent 


But the burden of tax 


TABLE III 
TEN LARGEST SOCIETIES: SHARES AND DEPOSITS * 
(£000s) 
1955 1956 
With- With- 
Inflow  drawals Inflow  drawals Inflow 
63,716 42,752 70,632 46,884 85,375 
51,251 33,540 49 433 37,113 48,826 
31,712 17,442 33,664 21,489 36,547 
24,335 14,745 22,749 16,996 20,511 
20,063 12,810 19,608 15,065 19,373 
11,823 8,977 11,205 9,479 11,091 
14,486 7,540 12,672 9,565 13,708 
9,205 6,610 8,492 7,418 8,501 
7,835 5,555 6,761 5,620 6,989 
7,295 5,868 5,019 6,049 5,464 
MORTGAGE BUSINESS 
1955 1956 1957 
-  Repay- Ad- __— Repay- Ad- __— Repay- 
vances ments vances ments vances ments 
48,650 36,741 46,124 39,238 66,675 44,744 
39,329 30,499 40,030 30,898 38,622 35,856 
29,920 15,303 21,451 18,061 29,064 21,042 
23,182 14,694 17,694 15,256 16,086 16,754 
17,824 12,605 15,702 13,414 16,159 14,825 
11,589 9,607 9,531 9,371 8,409 9,723 
11,342 7,923 10,206 7,931 11,288 8,742 
8,254 6,686 7,306 7,291 7,900 7,817 
8,174 5,892 6,366 6,758 8,031 6,933 
6,335 5,448 3,232 5,385 4,352 5,432 
LIQUIDITY AND RESERVES 
Liquidity 
Liquid Ratiot Reserves 
Assetstf Per cent 
1956 1957 1956 1957 1956 1957 
54,233 61,700 18.2 17.9 12,594 13,012 
35,808 38,510 13.8 13.9 9,917 10,583 
19,753 21,594 13.9 13.5 4,289 4,780 
17,169 18,576 13.9 14.3 5,203 5,439 
16,643 17,749 16.2 i6.1 5,291 5,646 
9,708 11,061 4.5 35.7 4,302 4,588 
9,248 9,714 16.6 15.6 1,221 1,381 
7,687 7,627 15.8 14.9 2,005 2,159 
6,010 5,422 14.5 12.2 2,623 2,608 
5,451 5,664 15.2 14.8 2,047 2,138 
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tax allowances. The rise may continue as the pay packet of the average 
investor is better filled and as building society investment appeals to more 
The fact that it does go on rising should encourage 
the societies to think seriously whether their present tiny margin for addition 
to the reserves is eneugh. Therefore the value to the societies of the com- 
posite rate arrangement may gradually disappear. 
upon them, so long as they continue to pay share interest net, will diminish 
when interest rates themselves fall; the working margin required if share 
interest were 24 per cent would automatically be less than that needed when 
it is 34 per cent. 

Another of the problems of 1957 was an internal squabble concerning 


1957 


With- 


drawals 


50,258 
39,098 
23,486 
17,437 
15,484 
9,906 
9,743 
7,876 
5,593 
5,682 


Balance 


Out- 


standing 

End-1957 
281,495 
236,205 
136,632 
110,899 


91,875 
59,231 
50,693 
43,227 
38,401 
32,111 


Reserves 


Ratio 
Per cent 


1956 1957 
4.2 


wo Se 
Ge Se 


Comm bo ROS Co 
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* Figures of the Halifax for years to January 31, of Woolwich Equitable and Leeds nin 
manent to September 30, and all other societies to December 31. 
+ Gilt-edged taken at market values. 
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commissions. ‘There is surely no remaining excuse for paying commission 
on the introduction of mortgage business while the societies are being 
offered many more mortgages than they can take, but a few societies still 
pay it. Some few also pay commission on the introduction of money for 
investment. It was proposed to abolish this latter commission. The pro- 
posal divided the movement and was withdrawn, but not before the 
Provincial Society, which has headquarters both in Leeds and in Bradford, 
had resigned from the Association. ‘The dispute did nothing but lose the 
Association a fair-sized member and emphasize once again how tenuous 1s 
the discipline with which “‘ Park Street ’’ holds the majority together. 


Reform Legislation Now 


It is this individualism, sturdy though it is, that is now the chief obstruc- 
tion to further reform. ‘The weaknesses of the legislation under which the 
societies work—principally of the Act of 1894—are by now notorious. ‘The 


TABLE IV 
EXPENSES AND GROWTH 


Ratio of Management 


‘Total Assets, Per cent Growth Expenses to £100 of 
1957 1956 over 1957 over Mortgages 
£000s 1955 1956 1955 1956 1957 
Halifax aa wd .. 344,012 1.24 1. 36 15/- 14/11 14/3 
Abbey National - - 278,204 0.88 0.77 12/11 12/9 12/1 
Co-operative Permanent .. 162,621 1.62 1.32 17/2 18/1 16/10 
Woolwich Equitable .. 133,391 0.83 0.61 14/4 14/- 13/11 
Leeds Permanent... oa 110,709 0.8] 0.78 11/8 10/11 10/8 
Provincial .. - 71,030 0.64 0.57 12/5 12/3 14/3 
Alliance a = re 62,937 1.39 1.19 18/2 17/7 17/10 
Burnley ss Pi Pe 51,429 0.57 0.535 12/- 12/11 13/- 
Leicester Permanent oa 44,392 0.61 0.69 13/- 14/- 13/10 
Temperance Permanent... 38,580 0.41 0.68 16/9 17/10 = 17/7 
Leek & Moorlands .. = 37,900 1.57 0.51 10/10 11/5 12/1 
Bradford Equitable . . - 32,812 0.335 0.46 13/11 13/9 13/10 
Huddersfield. . +a = 32,220 0.59 0.56 15/6 15/- 14/9 
Northampton Town & Co .. 31,798 0.84 1.14 13/4 12/4 12/9 
Cheltenham & Gloucester . . 30,275 0.68 0.56 13/- 12/4 12/2 
Westbourne Park .. a 26,467 0.57 0.20 12/3 12/9 12/10 


sub-committee of the Association working on the kind of reform that any 
new legislation should embrace seems to have made little progress. The 
societies naturally fear the amendments that well-meaning MPs might 
move if there were a new Bill. Moreover, they have different ideas about 
the kind of reform they want. ‘The Co-operative Permanent wants power 
to operate overseas and therefore almost inevitably power to hold shares in 
subsidiaries (since the rates of interest would have to be different in different 
countries). ‘The others mostly do not want those powers. Several societies 
want trustee status for building society deposits, yet most of them realize 
that without reform of the law this is not a reasonable request. All reform 
of the law must mean some loss of individual liberty. 

It is a tribute to the skill and honesty with which the societies have been 
run that there has not been a big building society crash since the 1890s, 
and that therefore the big reforms in company law (like the 1948 Act) 
have passed them by. And by now the contrasts with the public limited 
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company are striking. The powers of the Registrar of Friendly Societies 


over registrations are in no way equivalent to the powers of the Board of 


Trade over company registrations. Any three people whatever their ante- 
cedents can register a building society and start collecting subscriptions 
from the public; equally, such people can obtain control of a moribund 
society with a long and respectable past. ‘There is no requirement that a 
director’s own borrowing from his society should be disclosed nor his 
interests in any property companies or building contractors that may be 
doing business with the society. 

There is no obligation on the societies as there is on public companies to 
maintain, and lay open to inspection for a fee, a register of members. 
Therefore the building society shareholder cannot, as the company share- 
holder can, circulate his views to his fellow shareholders. He has no 
access to their names and addresses. ‘There is no general power for absent 
shareholders to vote by proxy, nor indeed are there any uniform rules 
about who may vote at meetings. The powers of the Chief Registrar to 
call for books to hold an inquiry, and in the last resort to forbid a society 
from soliciting new money, are formidable and in present hands most 
wisely used. But would not a time when building societies’ reputations 
stand high with investors be the right one for facing up to an overhaul of 
legislation ? To fail to face it might mean waiting until someone’s mis- 
fortune forces legislation of a type that the societies would not like. 
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hospitality can be quite 
you. 

We shall be glad to see you at our 
cellars, offices and warehouse some 200 
yards from Aldgate Staticn. There you 
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of wines. We are helping many firms 
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Britain’s Invisible 
Earnings 
By JOAN MITCHELL 


NE of the main reasons for Britain’s post-war difficulties in 

achieving an adequate surplus on the balance of payments is 

the loss of so-called invisible earnings (that is, earnings arising 

from transactions other than direct trade) since the beginning 
of the war. Sales and destruction of overseas assets in the war took away 
part of the source of income from investment which, together with services, 
was enough in 1938 (a relatively poor year) to pay for 25 per cent of the 
import bill. In the 1950s, the United Kingdom’s overseas earnings from 
investment and services have increased to impressive totals, of some 
{400-500 millions a year (compared with about £230 millions in 1938, and 
an average of some {£220 millions a year in 1946-49). But net earnings 
from invisibles have still covered no more than about 15 per cent of imports 
(except in 1950, when imports were exceptionally low, and invisibles 
exceptionally high). Indeed, since 1955 the proportion of imports so 
covered has fallen to 13 per cent or less. 

This would be of relatively minor importance if the rest of the balance 
of payments were easily adjusted to leave only the very modest deficits 
that could be balanced by invisible earnings. But this is not the case. 
The trade balance has on the whole improved during the 1950s (with two 
more or less serious lurches backwards in 1951 and 1955). Indeed, the 
figures for 1956 and 1957 show quite spectacular improvement; the visible 
deficit, on a true payments basis, was down to some £60 millions in 1956 
and £97 millions in 1957. But invisible earnings are not sufficient to 
cover even this reduced deficit, plus Government expenditure overseas, 
plus repayments of Government borrowing, plus new investment overseas, 
let alone the building up of foreign currency reserves, or increasing invest- 
ment in underdeveloped countries. 

The trade balance can hardly be expected to improve much further over 
the years. No doubt more can be exported, but our export earnings are 
to some extent dependent on the incomes of the countries that supply our 
imports. ‘To export considerably more, it may be necessary either to import 
more or to lend more. In either case, extra earnings will be matched by out- 
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goings, whether they show up as trade or investment payments. Indeed, only 
an optimist will expect no worsening of the trade balance in a year or two. 
Moreover, Government expenditure overseas is not very likely to be reduc- 
ed appreciably in the near future, and it might even increase. 

Much therefore depends on the future contribution of invisibles, 
Table I sets out the scanty information on these earnings given in the 
white papers on the balance of payments; some further information that 


can be disentangled from official sources is presented below. No great 


cause for optimism about future earnings can be found in the first four 
rows of the table. Overseas shipping receipts (excluding earnings from oil 
tankers) are at a generally higher level than in the immediate post-war 
years, but seem to be levelling off at a net income of something over £100 
millions a year. Income from overseas investment is still comfortably in 
excess of payments, but there is no reason to expect very much increase, 
at any rate in the next few years, as prospective payments (especially on 
TABLE I 
INVISIBLE EARNINGS AND THE BALANCE OF PAYMENTS, 1946-57 


(£, millions) 
1946 1950 1951 1952 1953 1954 1955 1956 = 1957 


Shipping (exclud- 


ing tankers) .. 28 141 132 110 134 149 123 107 115 
Interest, profits & 

dividends* 7 62 154 129 9] 74 76 + 77 +4111 100 
Travel... . ~-wmo —- He -~- 9] - 3B =- 1 =| 6 = DE=- 3 -f 
Migrants’ funds, 

etc a” oO 16 5 —- 14-15 —- 4 —- 8 -—-17 - 15 = % 
Other (net) si 113 293 272 232 257 327 261 294 -—308 
Invisibles (net) .. 190 569 490 415 460 538 + 433 494 --477 
Government .. —-—323 -136 -154 -172 -158 -174 -182 -193 -16 
‘Trade balance —~165 -133 -743 -117 -216 -186 -366 -—- 61 - 97 
Current account 

(excluding de- 

fence aid) .. —298 300 —407 126 86 178 -115 +240 216 


* Government payments of interest are included in “ interest, profits and dividends” 
and not in ‘‘ Government”. This item does not include payments or receipts from oil, 
shipping and insurance companies. , 

Government account) will increase, and may well outweigh extra earnings 
The effects of the recession in some 
overseas countries have also still to be seen. Overseas travel now costs 
little on balance, and earnings may increase. But most, if not all, the 
extra earnings may be taken up by extra expenditure of British citizens 
abroad. Private transfers (such as funds taken by migrants, legacies, gifts 
and so on) account for an outward trickle of currency, a trickle not likely 


from new post-war investment. 


to dry up. 

There remains “‘ other (net)”’, the most invisible of invisible earnings. 
It is known that some of Britain’s most important overseas earners are 
included in this item. Profits of British oil companies, earnings from 
tankers, overseas income from insurance, commissions from banking and mer- 
chanting are all included, together with remittances for foreign films, pay- 
ments and receipts for civil aviation and some expenditure by United States 
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and Canadian forces stationed in this country. A glance along the “ other 
(net) ’’ row in Table I in conjunction with the following row showing the 
total earnings from invisibles is enough to establish the importance of this 
balance within a balance. ‘This item indeed is one of the main deter- 
minants of the balance in the whole current account. While it remains at 
its recent level it is not sufficient in itself to guarantee a current surplus: 
trade deficits on the scale of 1951 or 1955 overwhelm it. But it is necessary 
that it should remain at its recent height if a surplus is to be forthcoming. 

No further information about the constituent parts of “ other (net) ”’ 
is available directly from the official balance of payments statistics. How- 
ever, it is possible to cast a little more light on what is concealed therein 
by matching the official account of the balance of payments with the official 
account of the national income (which, of course, includes income from 
overseas sources). It is possible by this means to divide “ other (net) ” 
between income earned by providing services, and that earned on investment 
overseas (in addition to the earnings on services and investment already 
shown in Table I), showing debit and credit items for each separately. 
The figures are shown in Table IT. 

The first row of the table shows debits arising from the United Kingdom’s 
overseas purchases, mostly of services, of such things as tanker shipping, 
civil aviation, insurance, banking and merchanting. ‘They are payments 
for services rendered, and not profits arising from the ownership of these 
companies, which appear below. Presumably the two largest constituents 
of the debits are payments for hiring foreign oil tankers and disbursements 
abroad for civil aviation. Tanker freight rates have fallen sharply lately, but 
the rise in these outgoings in recent years has been very steep. The 1957 
figure is more than double that for 1950, little short of the rate of increase 
in payments for overseas passenger and dry cargo shipping services. Sales 
of gold in the United Kingdom for industrial purposes also appear among 
the debits. Although these must be considerable (of the order of {10-15 
millions a year) they cannot account for any substantial portion of the 
recent increases in this category. 

The figures for receipts from these services (the second row in ‘Table II) 
are more difficult to interpret, since they are made up of a greater variety 
of large separate items. A little more information about them was revealed 
latt December, when the Treasury stated (in answer to a Parliamentary 
question) that the overseas earnings in 1956 of the main City services was 
about £125 millions. ‘This total was made up as follows: insurance, £40 
millions; merchanting, £30 millions; banking services, £25 millions; ai:d 
brokerage, £30 millions. ‘Taking these figures from the total receipts for 
goods and services, there is left about £160 millions in 1956 for other items. 
The receipts of private firms from United States and Canadian forces 
stationed here, and from “ offshore ”’ sales to the US Government, probably 
accounted for some £40 millions in 1956. ‘This would leave some £120 
millions for the earnings of other services, the main constituents of which 
must be the earnings of tanker shipping and civil aviation. 

But whether it would be right to assume a similar apportionment of 
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earnings in other years, or whether there is any clear trend of increase or 
decrease in any of the main items, is quite impossible to say, until the 
Treasury chooses to release a little more of the facts. The size of the figures 
is sufficient demonstration of their importance: these earnings alone are 
bigger than any post-war surplus except that of 1950, and the balance be- 
tween receipts and payments is considerably bigger than any of the invisible 
earnings identified separately in the statistics. Moreover, it is clear that 
substantial year-to-year fluctuations are to be expected, and it would be 
interesting to know just which items are the volatile ones. 

Investment income paid and received, shown in rows 4 and 5, remains 
the least visible of the invisibles, though by no means the least interesting. 
It is here that the overseas profits of UK oil companies, as well as those 


TABLE II 
NEW LIGHT ON ‘“ OTHER (NET) ” 
(£ millions) 
1946 1950 1951 1952 1953 1954 1955 1956 = 1957 
1. Payments for 


services .. - 21 - 41 - 48 - 53 - 63 - 69 - 74 —- 81 — 8 
2. Receipts for ser- 
vices - 152 151 232 +283 231 +245 +235 +283 4-269 
3. Films .. . - 17 - 8 - G9 =- GJ = YJ = 10 - 10 - 10 — If 
4. Investment in- 
come paid .. — 84 -126 -144 -164 -137 -143 -204 -224 -250 
5. Investment in- 
come received $3 317 241 175 235 +302 +314 +326 +386 
Balance of invest- 
ment income .. —- 1 191 + 97 11 + 98 +159 +110 +102 +136 
** Other (net)” .. 113 293 +272 +232 +257 - 327 261 294 - 308 


Notes—(1) Includes payments for overseas-owned tankers, civil aviation, insurance, banking 
and merchanting serv ices; also sales of gold for industrial purposes. 

(2) Includes earnings from UK tankers, civil aviation, insurance, banking and mer- 
chanting services. 

(3) Comprises payments for foreign films actually remitted overseas. 

(4) Includes interest, profits and dividends paid abroad by oil companies, civil 
aviation, insurance, banking and merchanting services, taxes paid to overseas 
governments on all UK overseas earnings; and taxes paid by overseas residents 
to UK Government. 

(5) Includes interest, profits and dividends earned abroad by UK oil companies, and 
other institutions listed above; taxes paid by overseas residents to UK Govern- 
ment; and taxes paid to overseas governments by UK residents. 


of shipping, insurance and banking companies lie hidden. Both debits 
and credits look incredibly large; but this is partly a statistical illusion. In 
the balance of payments accounts, the item “ interest, profits and divi- 
dends ’”’ shows investment incomes or payments of firms, other than those 
relegated to ‘‘ other (net)”’, after taxation. But the national income blue 
book shows them before taxation; both items of investment income there 
include taxes paid to the UK Government by overseas residents plus taxes 
paid to overseas governments by UK residents. By taking the balance of 
the two items, these can be eliminated altogether. But as no separate 
figures are available for either of the tax items, neither “‘ investment income 
paid’ nor “‘ investment income received ’’ can be derived separately. 
However, there is one other strand of information available. We know 
from official figures that in 1954 taxes paid to overseas governments 
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by ail UK companies amounted to £100-110 millions.* Deducting this from 
the £143 millions of “‘ investment income paid” in 1954, there would be 
{30-40 millions left for other taxes (i.e. taxes paid to the UK Government 
by overseas companies operating here, income taxes paid to the UK 
Government by non-resident persons, and income taxes paid to overseas 
governments by UK resident persons), plus any other “‘ investment income 
paid”’. ‘The only items, apart from the taxes, which spring to mind as 
perhaps considerable constituents of ‘‘ investment income paid ’’, would be 
profits of foreign oil interests operating in the United Kingdom; profits on 
most other activities are included in “ interest, profits and dividends ”’. 

If this interpretation is broadly right, it is possible to get some idea of at 
least the order of magnitude of the remaining “investment income re- 
ceived’ net of taxes. ‘The balance of investment income as shown in the 
table excludes taxes and any other “ investment income paid” and ought 
then to be somewhere near the net profit from the United Kingdom’s 
ownership of oil interests. ‘This would put these earnings at something like 
{100 millions a year. But fluctuations from year to year are outstandingly 
large, partly because of the irregularity of oil companies’ remittances under 
profit-sharing agreements with governments of the oil-bearing countries. 
No doubt the very low figure of £11 millions for the balance of investment 
income in 1952 reflects the closing of the refinery at Abadan in 1951. 

All the important components in invisible earnings shown in Table | 
shipping; interest, profits and dividends; and “‘ other (net) ’’—-show broadly 
the same characteristics as total invisible earnings. ‘The average level of 
income is Clearly higher now than it was in the years of post-war recon- 
struction. But net receipts for each show such wide fluctuations from 
year to year that it is not possible to see a very definite trend of increase 
(or decrease for that matter). In each case, the fluctuations in the net 
receipts are made up of steadily increasing debits, and somewhat erratically 
increasing credits. ‘Table II shows this to be true also of the debit and 
credit items contained in “other (net)’’. ‘This short-period instability, 
even if it occurs on a trend of underlying increase, has important conse- 
quences. With low international reserves and high short-term liabilities, it 
is precisely this sort of short-period instability in earnings that makes 
balance of payments crises frequent and serious (quite apart from purely 
banking crises). Even if we are near enough to equilibrium in the balance 
of payments, taking one year with another, we can still expect recurring 
periods of intolerable strain on the reserves, until the reserves themselves 
are higher, or until earnings are higher on average, so that the years of 
downward fluctuations are still comparatively good ones. 

Forecasting the United Kingdom’s balance of payments is almost as 
hazardous as forecasting the United Kingdom’s weather. Yet so much 
depends on it, that—like weather forecasting—the attempt must be made, 
making the best use of what records there are. An examination of the 
available statistics of Britain’s invisible earnings gives some cause for appre- 
hension, rather than unmitigated optimism, about the further outlook. 

* Given in “ National Income Statistics: Sources and Methods,” HMSO, 1956, 25s. - 
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Diversification Faces its Test 


By D. J. ROBERTSON 


N any large national economy it is to be expected that some regions 

will be slightly less prosperous than others. ‘This lower degree of 

prosperity will be reflected in a somewhat lower income per head, a 
lower wage level and lower output per head. It will also be likely that 
the less prosperous region will show tendencies to lose labour by emigration 
and to have a slightly higher level of unemployment. Each of these features 
has characterized the relationship of the Scottish economy to that of Britain 
as a whole in post-war years. Unemployment in Scotland and emigration 
from it have been above average, while wages, income per head and output 
per head have been below average. But the average for Great Britain is not 
the only significant basis of comparison. Doubtless other regions within the 
whole economy could similarly be shown by research to be running a little 
below the average level of prosperity of Great Britain; while the economy 
of Northern Ireland exhibits each of these characteristics of lower prosperity 
in a much more marked form. ‘The real contrast is probably that between 
the Midlands and Home Counties of England and the more outlying regions 
of the British economy. 

Are there any indications that the differentials in productivity and living 
standards between Scotland and the south are being narrowed? Unfor- 
tunately most of the relevant figures are inclined to be both out of date 
and fragmentary. Such evidence as they provide on current changes 
suggests that in the post-war period the Scottish economy has not lagged 
as far behind that of Great Britain as a whole as it did in inter-war years; 
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but neither have there been any marked recent developments that have 
raised, or are likely to raise, output and income per head to parity with 
the national average. 

This is the gloomy view of the Scottish economy, which concentrates 
not on the rate of growth of the product of the economy itself but rather 
measures success or failure by comparison with the average rate of growth 
of the British economy. If Scottish output and income are considered on 
their own merits then growth since the war has undoubtedly been sub- 
stantial. What has been lacking has been the presence of those new 
industries that have recorded large increases in output and have been at 
the forefront of technical change in post-war Britain. Scotland is deficient 
in electrical engineering and electronics, in the newer branches of the 
chemical industry, and in aircraft and motor car manufacture. It may be 
a consequence of this deficiency that the volume of industrial research 
activity is probably smaller in Scotland than in some other parts of the 
British economy, and this is reflected in some absence of rapid technical 
change. Again, the volume of factory building in Scotland is not dis- 
couraging when looked at by itself, but comparison with the figures for 
England shows a less than proportionate expansion in factory space, and a 
notable reversal of conditions in the early post-war years, when tighter 
control of industrial location produced a large diversion of factory building 
to the Scottish development area. 

In the immediate past, the Scottish economy has naturally felt the impact 
of tighter credit and the slackening of demand. Recent unemployment 
figures have been nearer 4 than 3 per cent. This deterioration partly reflects 
the special difficulties of a small number of areas; employment in major 
Scottish industries in general continues to be reasonably satisfactory. 

The most significant effect for Scotland of the recent decline in the level 
of economic activity in Great Britain is its uncovering of old sores. The 
post-war healing may have been relatively superficial. Policy on distri- 
bution of industry has certainly resulted in a considerable expansion 1n 
employment opportunities and has led to a much greater degree of diversi- 
fication of industry. Yet, as the pressure on the economic structure has 
eased, evidence has grown of underemployment in a number of areas 
most notably in the Greenock/Port Glasgow area (about 8 per cent unem- 
ployed in February), in Stornoway (about 30 per cent), in north Lanark- 
shire (about 5 per cent), and in Dundee (about 5 per cent). It is true that 
other areas in the United Kingdom have similar problems; in several they 
are of greater dimensions. It is also true that, with the exception of 
Stornoway, the figures are well below 10 per cent, and indeed are not greatly 
outside many conventional estimates of full employment. Moreover, each 
of these cases may be explained away on special grounds. Stornoway is 
certainly an isolated example in many ways and it is doubtful whether 
unemployment has quite the usual meaning 1n crofting communities; North 
Lanarkshire has its declining coalfield; and so on. But it is worrying that 
some areas of the Scottish economy have continued to present themselves 
as obstinate problems since the period of the nineteen-thirties, despite sub- 
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stantial efforts to solve their problems; and whenever demand has slackened, 
the special problems have reappeared in a more urgent way. 

This phenomenon suggests some saddening reflections on development 
area policy. Despite the effects of distribution of industry policies the hard 
core of the problem remains in some areas. ‘This may mean that we have 
been guilty of underestimation; but it may also mean that we have failed 
fully to understand the problem. Our policy has aimed at adding new 
factories and new industry to underdeveloped areas. Is this the essence of 
development ? Or is the essence a process of growth, suggesting that what 
must be provided is a nucleus of expansion. It may be that a group of 
diversified factories, typical of a new industrial estate, lacks the homo- 
geneity and cohesion necessary to stimulate industrial development. Does 
growth rest on diversification or on a new departure, the latter implying 
unity of purpose rather than diversification ? Or is it merely that an area 
must develop its own powers of innovation and development, which imply 
both research and enterprise ? The recent budget proposals may help to 
bolster up the Scottish economy by relaxing financial restrictions and by 
aiding the provision of adequate dry dock facilities. We have yet to dis- 
cover how to get finance used in the right way and how to develop adequate 
indigenous industrial growth. 


More Economical Banking ? 
By M. GASKIN 


HE most exciting event in Scottish banking in the past year has been 

the proposal to merge the Commercial Bank of Scotland with the 

National Bank of Scotland, a move that would give the new bank an 
easy lead over its competitors iri size of resources and that would indirectly 
give an English bank a financial interest in hire-purchase business. ‘The 
event that has been most apparent to the Scottish banks’ customers has 
been an increase in the agreed scale of charges on current accounts. Both 
these moves mark a step towards more economical working, and _ hence 
towards greater competitiveness with the English banks. ‘There is an 
obvious danger that the wider spread of borrowing and lending rates in 
Scotland—deposit rate is usually } per cent lower than in England, and 
overdraft rates are } to 1 per cent higher—may make the Scottish banks 
vulnerable to competition on both sides of their business. A reduction 
in costs following amalgamation into more economic units and a more 
self-supporting system of charging credit customers could both play an 
important part in removing this handicap. 
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Restrained by the official squeeze, bank credit in Scotland has again shown 
no general expansion. ‘The balance-sheet figures presented on pages 341 
and 342 show that total deposits to the varying accounting dates fell for the 
third year running, though the fall was slight. ‘The Scottish note circu- 
lations, however, continued to rise, by what is beginning to look like a 
customary 6 to 7 per cent. ‘The decline in deposits was matched by an 
equal reduction in “ earning ”’ assets, and this fell wholly on investments. 
Liquid assets rose in total by just the amount statutorily required to cover 
the increase in the note issues; but within the total there was some change, 
notably an increase in bills. 

The balance-sheet totals of advances show almost no change, but it is for 
this category of assets more than any other that one would like monthly 
figures (the Radcliffe Committee must surely ask for them) to show the 
developing trends of the Scottish economy. ‘There is, however, one source 
that does now give tentative signs of the trend: since mid-1955 the quarterly 
statistics of advances published by the British Bankers’ Association have 
permitted the calculation, by difference, of the advances of the non-clearing 
banks, of which the Scottish banks account for somewhere between three- 
fifths and four-fifths. ‘The figures reveal a big rise in the advances of non- 
BRITISH BANKERS’ ASSOCIATION: ADVANCES OF 


NON-CLEARING BANKS 
(£ millions) 


1955 1956 1957 1958 
February .. a ad n.a. 263 271 253 
May mp x ~ n.a. 260 288 
August oi e4 os 281 254 283 
November. . - ne 250 245 262 


clearing banks from late 1956 to mid-1957 (it was sharper than the accom- 
panying rise in clearing banks’ advances) and this was followed by an 
equally sharp fall in the later months of 1957, which continued in the early 
weeks of this year—against the seasonal trend, and contrasting with the 
rise (also less than seasonal) shown in November-February by the clearing 
banks. ‘The decline of advances in the two latest quarters may have been 
partly a response to the “ freeze ’’ demanded by the ‘Treasury in September: 
a contraction was required to bring the total for 1957-58 down to the 
average of the preceding twelve months. On the other hand—and here is 
a point on which more information might shed light—it may reflect the 
first impact of recession on the outlying regions of the British economy. 
Most of the Scottish banks showed a continued downward trend of 
profits in 1957. Increases were shown only by the Clydesdale & North of 
Scotland and the Commercial, and the Commercial intimated that the rise 
Was once again attributable to the operations of the hire-purchase sub- 
sidiary, banking profits being unchanged. It is now a commonplace of 
comment on Scottish banking that, owing to the excess of interest-bearing 
deposits over the assets on which the yield varies with short-term rates 
(i.e., advances, call money and bills), periods of high interest rates are un- 
favourable to profits. But for three of the banks, reporting in September, 
October and early November, the year brought somewhat lower rates on 
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average, and one would have expected that profits would have shown some 
improvement on 1956. Other factors were at work of course, including 
the second salary increase in two years; but it seems probable that the 
movements of declared profits over the last two years have given no more 
than token reflections of changes in true profits. Rough calculations on the 
basis of recent disclosures about the volume of interest-bearing deposits 
suggest that the effect of high interest rates has probably been more severe 
than has appeared, considerable fluctuations in profits being absorbed, in 
the traditional manner, by variations in undisclosed appropriations. 

The outlook for profits has been helped by a departure in interest-rate 
policy. The 2 per cent rise in Bank rate in September was followed by the 
Scottish banks by an equal rise in all their lending rates, bringing minimum 
rates to 8} per cent on secured overdrafts and 9 per cent on unsecured 
overdrafts. ‘These rates exceed the traditional maxima. Scottish rates have 
changed in line with Bank rate since 1951; but before the war, when Bank 
rate reached 5 or 6 per cent, the secured rate was only } per cent above it, 
and with a 7 per cent Bank rate the differential disappeared. By raising the 
income from advances when interest rates are high, the present practice 
will moderate somewhat the fluctuations in profits brought by high rates. 
On the wider view, the change will enhance the effectiveness of Bank rate 
policy, by increasing the cost of borrowing when the rate is high. The 
reduction of Bank rate in March brought an equal reduction in Scottish 
overdraft rates; but unless there is a further fall, the level of interest rates 
will exert a depressing influence on the profits of the current year, com- 
pared with last year. 


What Fruits from the Merger ? 


The discussions on a possible merger of the Commercial Bank of Scot- 
land and the National Bank of Scotland were first announced in October. 
After the merger of the Bank of Scotland and the Union Bank in 1954, the 
way to further concentration of the system appeared to be blocked by the 
fact that of the three smallest banks remaining, two were affiliates of 
English banks. Evidently this cbnsideration has not been decisive; Lloyds 
Bank, which owns almost the whole of the capital of the National, will 
become the largest single shareholder in the new institution. The com- 
bined resources of the two merging banks, shown by the last balance sheets 
and excluding the Commercial’s hire-purchase subsidiary, were {£278 
millions. This would put it well in the lead of domestically-operating 
banks, though the Royal Bank, the head of the Three Banks group, controls 
resources totalling £381 millions. ‘The number of branches of the com- 
bined bank would be rather more than 500. 

By English standards, of course, Scots banking is on a very small scale; 
the total resources of the Scottish banking system, including all sub- 
sidiaries, amount to £1,210 millions, a figure that is exceeded by each of 
Barclays, Lloyds and the Midland. Admittedly, English standards are 
extreme, but nevertheless a measure of concentration would undoubtedly 
benefit Scottish banking. The crux of the matter is the excessive number 
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of branches, and it 1s interesting to glance at what happened following the 
amalgamation of the Bank of Scotland and the Union Bank. In 1954, 
outside the four cities, there were 39 places where both banks had offices 
(80 branches in all). In the four years of united existence ten offices have 
been closed in these places, and another three in the two major cities. The 
process of consolidating branches is by no means an easy or a rapid one; 
frictions are apt to arise with both staff and customers. In the event of a 
Commercial- National merger, the eventual scope for branch concentration 
would seem to be greater than in the previous case: there are over 70 places, 
other than the four cities, where both banks have offices, and there are 
bound to be some possibilities of concentration in the cities themselves. 

Who will control the amalgamated bank? In his annual statement Lord 
Rotherwick, the governor of the Commercial Bank, stated that the board 
of the bank felt that there should not be any extension of ownership of 
Scottish banks by English banks, and he stressed that in the product of this 
merger the shareholders of the Commercial Bank would own the majority 
of the shares. ‘There is no reason to doubt the sentiments of the board: 
in its advertising the Commercial has rather stressed the nationalist appeal 
by drawing attention to its “‘ independent’, Scottish character. But the 
fact is that, if the merger comes off, Lloyds, with a 40 per cent shareholding, 
will be a very large shareholder indeed—large enough by far, one would 
have thought, to wield a controlling influence in the resulting company. 
This depends, of course, on who holds the Commercial Bank’s shares; the 
power of Lloyds might be balanced by a few substantial holdings, but this 
seems unlikely in the light of the fact, publicized in the 1953 balance sheet, 
that there are 9,000 shareholders of the Commercial. ‘The Lloyds directors 
might themselves be content to remain passive; but the power would 
nevertheless be there, and issues might well arise—the acquisition of a hire- 
purchase company, for example—on which they could hardly fail to take 
up a position. All in all, therefore, it remains to be seen if this amalga- 
mation will be achieved without an extension of English control. If and 
when this merger takes place, speculation is likely on the future of the 
British Linen Bank, an afhliate of Barclays, which will be left as much the 
smallest bank. 

The announcement of an increase in charges came, rather unseasonably, 
in January, with the intimation that in March the scale of agreed charges 
would be raised and rationalized. ‘The new standard charge is 30s per 
ledger page of 40 entries, or 9d per entry, with a minimum charge of 
12s 6d per half-year. ‘The previous charge of 6d was levied only on debit 
entries. ‘The total effect of the change will be to raise the charges on all 
but the smallest accounts by something more than 50 per cent, the increase 
being greatest on accounts, like those of retail traders, with numerous 
in-payments. But allowances for credit balances are raised from 6d to 9d 
for each £100 of minimum credit balance during the month. No reliable 
comparison with charges in England can be made, since the English banks 
neither publish their charges nor work to an agreed or uniform scale; on 
the whole, the Scottish charges may now be very roughly in line with those 
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in England, though on the smallest accounts they may still be lower. 

This year’s alteration of Scottish bank charges is the first since 1952, 
when the present system was introduced. Until that year the only charge 
on these services was one of ls per cent on the lodgement of cheques 
drawn on centres other than that where the account was kept. The 1952 
change was therefore more significant than the latest one both in principle 
and in amount; and the cries from the public have not risen so loudly this 


time as they did then. No doubt the latest rise will cause some customers 
to withdraw their balances and try to get along with a Post Office or savings 
bank account; and no doubt, in about six months’ time, many of them 
will decide that at the new price a current account is still worth it, and 
quietly reopen one. But the rise will have some effects. For example, 
there may be some marginal benefit to those financial competitors of the 
banks—they include one Scottish building society—that offer current 
account facilities of a sort on interest-bearing deposit accounts or in con- 
junction with loan accounts. The higher charges will certainly increase the 
incentive to economize on cheques, and will therefore add to the forces 
raising the note circulations; and at the present level of the Scottish note- 
issues, additional circulation merely adds to costs. 

The increase in charges has been linked with a salary increase granted 
last May. ‘There is no doubt that the relentless rise of costs has been a 
prime factor; but the latest increase is perhaps to be regarded rather as 
completing the movement, begun in 1952, to correct a long-standing 
anomaly in the Scottish system of charges, and to bring them to a more 
realistic level. 


Strip Mill—Pros and Cons 


By R. H. CAMPBELL 


INCE the end of the war the output of the Scottish steel industry 
S= risen from 1? million tons to over 24 million tons of crude steel. 

This represents the fruit of extensive capital investment; more projects 
are in hand, and a burning question of Scots industry and politics, which 
must soon be resolved, is whether Scotland can secure Britain’s fourth 
strip mill and integrated steelworks, which Richard Thomas and Baldwins 
want to build. 

Most of the Scots steel development has naturally been concentrated in 
the Colville group, which dominates the Scottish industry, though the 
other major concerns have also carried out, or are about to do so, radical 
programmes of capital extension or reorganization. Colville’s new inte- 
grated steelworks at Ravenscraig, Motherwell, is now in production, and 
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last year the group announced a further programme of modernization, 
estimated to cost about {32 millions. A second blast furnace and a 
duplicate set of coke ovens are to be built at Ravenscraig, where a new 
slabbing mill is needed to replace an obsolete one at the Dalzell works. 
Even more important is the proposed expansion in facilities for production 
of plates, both at Dalzell, in place of the slabbing mill, and at Clydebridge. 
Here the plate mill, originally constructed in 1923, is to be replaced by a 
modern 4-high mill, while provision is being made for the erection of a 
second mill should this prove necessary. ‘These changes will enable the 
Colville group to increase its plate output by about one-third to 800,000 
tonsa year. About one-third of Scottish deliveries of finished steel products 
are plates, and the expansion in facilities will help to meet the heavy demand 
from the shipbuilders and others. ‘The mills to be replaced are too old to 
meet adequately the demands of modern industry. 

It is now more than a year since Richard Thomas and Baldwins of Newport 
proposed erecting an integrated steel plant, at a cost of £160 millions. 
The decision on location has had to be put before the Government; in- 
evitably, strong submissions have been made by competing localities, of 
which Scotland has been in the forefront. The Scottish Council has given 
its full support and last May convened a representative conference in 
Glasgow, which unanimously approved Scotland’s claim and resulted in a 
deputation being received by Ministers. In the last few weeks the Council 
has renewed its efforts. It would be no exaggeration to suggest that the 
claim has received almost universal support in Scotland. 

There are at present three strip mills in Britain. ‘The first, the Ebbw 
Vale works of Richard Thomas and Baldwins, came into production in the 
late ’thirties; the second, the Shotton works of John Summers and Sons, 
was almost complete when war began; the third, the Abbey works of the 
Steel Company of Wales at Margam, was built shortly after the war. ‘Three 
sites have been suggested as alternatives to Newport for the fourth—the 
Scottish site at Grangemouth on the Forth; South Wales; and, a rather 
poor third, an English location near Immingham in Lincolnshire. Advocates 
for Grangemouth have found the following technical attractions. Industry 
in the area is expanding, probably by more than any other part of Scotland 
in the post-war years; the proposed site is centrally situated on the Forth 
with a good harbour; additional facilities would have to be provided for 
ore ships, but this need could undoubtedly be met; and nearby is an oil 
refinery and a chemical plant, which would provide useful outlets for 
by-products, while the possibility of the United Kingdom entering a Euro- 
pean free trade area would give the Forth an additional advantage over the 
Clyde as a trading estuary in the modern Scottish economy. 

But Scotland’s bid for the strip mill rests mainly on grounds of broad 
social and economic need—and it is pointed out that such consicerations 
have played a part in the location of existing mills. The strip mill at Ebbw 
Vale was originally planned for the Redbourn works in Lincolnshire, and 
was transferred to Wales only after protests from local interests, a change 
which was probably responsible for subsequent financial troubles; and in 
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1947 the Government insisted that the third strip mill should be in Wales. 

Scotland now bases its claim on two main grounds. ‘The first is the 
higher level of unemployment; in mid-March, Scotland’s ratio was 3.6 per 
cent, compared with the average of 2.0 per cent for Great Britain. (In 
Wales, however, unemployment reached 3.7 per cent.) Emphasis is laid, 
too, on the drift of population from Scotland since the war, both overseas 
and to other parts of the United Kingdom. In 1957 the net loss was 
35,500, following 24,600 in 1956. It is added that in the Grangemouth 
area itself there has been some redundancy recently through the decline of 
the shale-oil industry and of some branches of the light castings industry 
concentrated particularly in Central Scotland. So it is argued that not 
only would the strip mill provide employment for Scotsmen, but that a 
firm coming to Scotland would not be faced with an inadequate labour 
force as it might be in some places, though not necessarily in South Wales, 

Secondly, and perhaps more important, the advocates of the strip mill 
stress its long-run benefits for the structure of the Scottish economy, which 
in spite of many laudable efforts at diversification, remains dominated by 
the heavy industries. In Scotland there has been practically no growth 
of the new industries that are the main users of sheet steel—the manu- 
facture of cars, aircraft, refrigerators, washing machines, and so on. 
Somehow (it is not always explained how) a strip mill in Scotland is 
expected to change this. In its train it is hoped will come an array of the 
manufacturing industry Scotland has so far lacked. At this point these 
two wider arguments in favour of the Grangemouth location coalesce. Not 
only would the strip mill itself provide more employment, so too would 
these ancillary industries. 

But there are real objections to the location of the strip mill in Scotland. 
Some might even argue that a fourth mill is unnecessary at all; but, granted 
that it should be built, there are two reasons why it should not come to 
Scotland. First, additional transport costs would be incurred in carrying 
the finished product to many of the consumers—though it is suggested that 
there would be no additional cost in transporting from Scotland to the 
Midlands rather than from Wales. In any case this objection would not 
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apply if new industries in Scotland did grow sufficiently to use much of the 
output of the mill. Secondly, and much the more important objection, 
Scotland may have inadequate reserves of coking coal. While often recog- 
nized, the extent of this drawback is minimized. At present the coal used 
in Scottish steelworks is mainly produced locally, except some brought 
from the south, chiefly from Durham, for blending. ‘This deficiency is 
unlikely to be made good. In 1960, it is officially estimated, production of 
coking coal in Scotland will be 3,235,000 tons to meet a requirement of 
3,353,000 tons. Until it is demonstrated that Scotland can produce adequate 
coking coal, at an economic price, its claim for a strip mill is unrealistic. 

The shortage of coking coal has been a problem for many years. A 
generation ago some people believed that Scottish supplies were exhausted. 
In fact it has transpired that there are adequate supplies of semi-coking 
varieties, which have been mined, though at increased cost. Technical 
developments may make further expansion of such uses possible, yet it is 
always doubtful if this can be done at sufficiently low cost. It is surprising 
that this factor should have received so little examination from some of the 
contestants in the strip mill dispute. ‘The emphasis has in fact tended to 
be on the favourable effects of the strip mill rather than on the difficulties 
it might encounter. Until these are recognized it is premature to assume 
that Scotland’s claim for the fourth strip mill is unanswerable. 





The Bank Balance Sheets Analysed 


I—LIABILITIES 
(£ millions) 
LATEST 
CAPITAL AND RESERVES* DEPOSITS ACCOUNTS 
1938 1955 1956 1957 1938 1955 1956 #1957 




















Bank of Scotland... 8.2 9.4 9.4 9.4 71.1 171.6 173.9 168.1 28. 2.58 

Royal .. 8.2 011.4 01.5 1.5 @.D tae.3d Tae.0 Fae.8 See 

British Linen 3.9 4.0 4.0 4.0 35.6 77.8 80.7 77.7 30. 9.57 

Commercial 5.6 7.2 7.2 7.3 44.7 121.3 117.4 122.2 26.10.57 

National .. . 3.6 5.1 5.1 #5.1 38.3 105.6 107.4 98.5 1.11.57 

Clydesdale & North 6.0 6.5 6.5 6.5 64.7 170.9 173.0 175.4 31.12.57 

35.4 43.6 43.7 43.8 325.2 775.5 772.5 763.0 
NOTES ACCEPTANCES AND DRAFTS 

1938 1955 1956 1957 1938 1955 1956 1957 

Bank of Scotlan 6.0 24.5 26.1 27.6 5.9 20.7 20.7 22.4 

Royal .. ‘3 3.1 14.8 15.8 16.6 4.8 9.9 9.2 15.8 

British Linen 2.4 12.0 12.9 13.9 5.o oe 4.4 

Commercial 3.7 18.3 19.4 20.5 4.1 eas 3.8 4.6 

National - 2.9 11.9 12.9 14.8 wae 6.1 6.2 6.0 

Clydesdale & North 5.3 23.0 24.3 25.4 1.1 12.0 9.4 8.8 

23.7 104.5 111.4 118.8 mS «6548 lCUFClUSSD 

TotaL DEPOSITS .. £763 .0 millions ToTtaL NOTES - £118.8 millions 
Increase over 1938 135% Increase over 1938 401% 
Decrease from 1956 I 4 Increase over 1956 6.6% 


* Including carry-forward. 
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AMERICAN REVIEW 





Y mid-April, business activity in 

the United States was showing 

no signs of improvement, al- 
though the pace of the decline seemed 
to be slowing down in some sectors. 
Steel output was then continuing at a 
rate below 50 per cent of theoretical 
capacity, and the key automobile in- 
dustry was still in bad shape, with an 
estimated stock of some 850,000 unsold 
cars and with output in the first quarter 
25 per cent lower than a year before. 
Little relief seems in prospect in the 
second quarter. 

Total industrial output in March, 
as shown by the Federal Reserve 
Board’s seasonally adjusted index (based 
on 1947-49), fell by a further 2 points 
to 128. The pace of decline here was 
a little less than in recent months, but 
preliminary indicators to mid-April in- 
dicated a further setback. The March 
figure showed a fall of nearly 12 per 
cent from last summer’s best level. 
The recession has already gone further 
than in 1948-49 or 1953-54. 

Another bearish pointer was provided 
by the figures of unemployment in 
March. The actual increase, it is true, 
was no more than 25,000, the smallest 
seen for several months. But the 
seasonal influence is now downward, 
and the seasonally-adjusted ratio rose 
from 6.7 per cent to 7 per cent of the 
labour force, while the month’s gain 
of 300,000 in employment, to 63.2 
millions, was less than seasonal. 

Preliminary estimates of gross na- 
tional product in the first quarter gave 
an annual rate of $424,000 millions. 
This marked a decline of $8,600 mil- 
lions (2 per cent) on the final quarter 
of 1957 and of 3.5 per cent on the peak 
level touched from July to September. 
Moreover, the decline in real incomes 
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has been larger, since prices have risen. 
But one possibly encouraging indication 
also emerged from these figures. Over 
the three months, it is estimated that 
business stocks were falling at the yearly 
rate of $7,500 millions (compared with 
$2,700 millions in the final 1957 
quarter). Meanwhile, the annual rate 
of personal consumption was held at 
$281,000 millions, a decline of less 
than 1 per cent on the fourth quarter. 


Inventory Turn-round ? 


While the annual rate of decline in 
business stocks may be deceptive in its 
suggestion of an early impact on sales 
and new orders, it is certain that if 
sustained it could prove to be a healthy 
corrective within a matter of months. 
On the other hand, it must be noted 
that consumers generally have shown 
no signs of expanding their purchases. 
Retail sales in March, seasonally ad- 


justed, fell by 1 per cent; and consumer 


instalment debts in February recorded 
the first decline for three years. 

The debate on Federal spending 
plans and tax relief has proceeded 
vigorously. But while important private 
institutional services and agencies have 
reinforced their pleas for speedy 
Government action, the Administration 
itself has retreated, with some delibera- 
tion, from its transient mood of “ early 
consideration’”’. The President, the 
Secretary to the Treasury and other 
Cabinet officials all took advantage of 
opportunities to re-state the case for 
caution in granting tax relief. 


Tentative budgetary estimates both 
for 1957-58 and for 1958-59 suggest 
that this new turn has been conditioned 
by a prospective Federal deficit that is 
certainly beginning to look substantial. 








SUPERSPEED 
ALL 
THE WAY 
10 
THE FINAL NET TOTAL 


Thanks to the ‘“‘Memory- 





Dial’ Calculator there’s 
only one handling 
of the figures 











Here is a machine that does 
more than merely add and 
subtract. It remembers your 
total in the accumulating diais 
at the rear while the operator’s 
calculations are recorded in the 
dials at the front. 

These Duplex features, 
together with live key action, 
enable the Burroughs Memory- 
Dial Calculator to sub-total, 
grand-total, and net-total at 
superspeed. 

It is designed to give automatic 
control of accumulating totals 
by the transfer key. 

if your business has, for 
example, invoicing, pay roll, 
statistical or stock record 
applications, you will find the 
simplicity, accuracy and speed 
of Burroughs Calculators quite 
unequalled. 








A Burroughs Calculator means 
speed straight through to the net 
total. That means a saving of 
time and labour—faster 
calculating at lower cost. See it 
at your local Burroughs office; 
or write to Burroughs Adding 
Machine Limited, 356-366 
Oxford Street, London, W.1. 


BURROUGHS MEMORY-DIAL CALCULATOR 
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Mr Robert Anderson, for the Treasury, 
has hinted that the deficit to June 30 
next may reach $3,000 millions (an 
estimate that looks high) and that the 
deficit for 1958-59 will be substantially 
larger than that (which looks wholly 
reasonable). ‘These figures are in line 
with President Eisenhower’s remark 
that tax reductions on the scale sug- 
gested by some observers would bring 
a deficit of as much as $10,000 millions 
in 1958-59. Something less than this 
would be sufficient to offset the decline 
in business spending for investment as 
now projected and forecast. 

Matching this brusque revision of 
budgetary estimates, the Reserve Board 





has continued to stress its plans for 
cheaper and more abundant credit. 
The fresh reduction in the re-discount 
rate—from 2} to 1? per cent—in the 
main centres in mid-April was a recog- 
nition of existing ease in the short-term 
market. ‘The Reserve Board also sanc- 
tioned another reduction in_ reserve 
requirements, and this time heeded 
bankers’ pleas for lessening existing 
discrimination. Requirements in New 
York and Chicago are cut by a full 
1 per cent, to 18 per cent; those in 
reserve city banks are cut by } per cent 
to 163 per cent, while requirements of 
country banks are unchanged at 11 
per cent. 


American Economic Indicators 





1957 1958 
1955 1956 1957 —— 
Dec Jan Feb Mar 
Production and Business: 

*Industrial production (1947-49=100) 139 143 143 135 133 130 = =128 

*Gross private investment (billion $).. 60.6 65.9 64.4 61.3 — 53.5 — 

*New plant and equipment (billion $).. 28.7 35.1 37.0 362 — 34.1 — 

*Construction (billion $) 44.6 46.1 47.3 48.6 48.4 48.3 48.1 
Housing starts (000 units) 110.7 93.2 86.8 63.4 69.0 65.0 79.0 

*Business sales (billion $) 52.3 54.8 56.3 54.5 53.8 52.2 — 

*Business stocks (billion $) 81.7 89.1 90.7 90.7 90.0 89.3 — 
Merchandise exports (million $) 1,296 1,591 1,734 1,639 1,511 1,345 — 
Merchandise imports (million $) 949 1,051 1,082 1,543 1,402 1,245 — 

Employment and Wages: 

*Non-farm employment (million) .. 350.1 51.9 52.5 52.0 51.7 51.0 50.7 
l\’nemployment (000s). . . 2,904 2,822 2,936 3,374 4,494 5,173 5,198 
L’nemployment as °% labour force 4.4 4.2 4.3 5.0 6.7 y Fe 7.7 
Hourly earnings (mfg) ($) a J 1.98 2.07 2.10 2.10 2.10 2.10 
Weekly earnings (mfg) ($) .. .. 76.52 79.99 82.39 82.74 81.27 80.64 80.85 

Prices: 
Moody commodity (1931 = 100) { — i 2 382} 391 393 398 396 
Farm products (1947-49= 100) 89.6 88.4 90.9 92.6 93.7 96.1 100.5 
Industrial (1947-49=100) __.... 117.0 112.2 125.6 126.1 126.1 125.7 125.7 
Consumers’ index (1947-49 = 100) 114.5 116.2 120.2 121.6 122.3 — — 
Credit and Finance: 
Bank loans (billion $) . $2.6 90.3 94.3 94.3 92.1 922 — 

Bank investments (billion $) 78.3 74.8 75.6 75.6 75.5 763 — 
Bank loans (partial) (billion $) 26.7 31.3 32.2 32.2 30.6 30.4 31.0 
Consumer credit (billion $) 38.7 42.0 44.8 44.8 440 430 — 
Treasury bill rate (%). ; 1.75 2.66 3.27 3.10 . = 1.50 2.30 
US Govt Bonds rate (°%) 2.84 3.08 3.47 3.30 3.28 3.25 
Money supply (billion $) ; 216.6 222.0 226.3 226.3 224 5 223.6 — 
Federal cash budget (+ or —) (mill $) —740 + 5,524 +-1,193 -4,435 — — 


NOTES.—Starred items are _ seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 


1955-57 and then quarterly figures at annual 
rates. 
averages 1955-57. 
money supply, 


Construction figures show monthly 
Business sales and stocks, 
bank loans and consumer 


are cash totals. 
in the middle month. 
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credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 


month levels. Weekly bank loans are derived 


from partial returns only. Budget figures 
Quarterly figures are shown 








with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 

and its wholly-owned subsidiary, The Eastern 

Bank Limited, link East and West through a 
system of one hundred branches extending to most 
| centres of commercial importance in the Middle East, | 

South and South-East Asia and the Far East. 

Those branches provide complete and up-to-date 

banking services, sustained by wide knowledge and 











long experience of Eastern trade, finance and 





industry. In particular an effective credit 







information service and skilled assistance 






and advice are available to merchants 





and manufacturers seeking new 






business connections in 
Asian markets. 





THE 
CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 


Head Office: 2 and 3 Crosby Square, London, E.C.3 
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REVIEW 





ARGENTINA 


Profits Tax Concession—T'o encourage 
the accumulation of capital the authori- 
ties have exempted scrip issues of 
shares from the former tax of 30 per 
cent. Another decree frees from tax 
liability interest on money borrowed for 
the purpose of purchasing capital equip- 
ment. Some relief from taxation is also 
being granted to mining and forestry 
concerns. 


AUSTRALIA 


Import Ceiling Unchanged — The 
Trade Minister, Mr John McEwen, 
announced at the end of March that 
the existing import ceiling of £A800 
millions a year would be maintained 
during the four months licensing period 
ending at the close of July. It is pro- 
posed, however, to exempt certain basic 
raw materials from licensing within this 
ceiling. 

$25 mns New York Issue — The 
Government has announced plans for 
raising $25 millions through a loan issue 
in the New York market. Australia has 
carried out several dollar re-financing 
operations since the end of the war, but 
this is the first time it has gone to New 
York wholly for new money. The pro- 
ceeds of the issue are to be used for 
assisting Commonwealth and _ State 
development programmes. 


The Government’s banking reform 
bills suffered a second defeat in the 
Senate at the end of March, but the 
Prime Minister, Mr Menzies, has stated 
that the bills are not being dropped. 
He pointed out that Australians would 
have an opportunity at forthcoming 


Senate elections to cast a vote that 
would prevent the views of the lower 
house “‘ being frustrated ”’. 
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AUSTRIA 


6°. Prize Bonds—A Government loan 
of 600 million schillings to finance the 
current year’s investment programme 
offers the investor a choice between two 
bonds, one with a coupon of 6 per cent 
and participation in an annual draw for 
prize bonuses, and one at 7 per cent 
without a bonus element. 


BELGIUM 


Bank Rate Cut—The Belgian Bank rate 
was reduced by } per cent to 4} per 
cent during the last week of March. 
The cut was prompted partly by the 
downward pressure exerted on rates in 
Belgium by the easing of money in the 
Netherlands and partly by the recent 
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abatement of inflationary pressures in 
Belgium. 


BRAZIL 


Export Subsidies Planned — The 
Finance Minister has denied persistent 
reports that the Government is planning 
to devalue the cruzeiro. But the director 
of the Foreign Trading Department of 
the Brazilian central bank has indicated 
that the authorities are contemplating 
an attempt to expand Brazilian exports 
that are uncompetitive at the present 
exchange rate by buying exportable 
products at high internal prices and 
selling them at world market prices. 
He suggested that by adopting this pro- 
cedure it might be possible to raise 
export proceeds from products other 
than coffee to $600 millions in 1958, an 
increase of about $100 millions on the 
average for the past two years. 


BRITISH CARIBBEAN 
FEDERATION 


Labour Wins Election—The general 
election held at the end of March to 
appoint members of the House of Repre- 
sentatives in the Federation’s first Parlia- 
ment resulted in a victory for the West 
Indies Federal Labour Party, of which 
Mr Norman Manley, Chief Minister of 
Jamaica, is president. His party gained 
24 of the 45 seats. 


BURMA 


Soviet Loan Hitch—The Burmese 
Government has decided to postpone 
the completion of arrangements for a 
Soviet loan of the equivalent of about 
£2} millions sterling for the construc- 
tion of two dams in Central Burma. 
The loan was arranged by the Butmese 
Premier during a recent visit to Moscow. 
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The difficulty is that the projects would 
require local currency outlays by the 
Burmese Government equivalent to 
some £34 millions, and the necessary 
budget funds cannot be made available 
at the moment. 


CENTRAL AFRICAN 
FEDERATION 


Britain’s Falling Share—For the first 
time ever, Rhodesia’s imports from the 
United Kingdom were exceeded by im- 
ports from other sterling area countries 
in 1957. Britain supplied goods to a 
total of £67.1 millions, other sterling 
area countries {71.6 millions, dollar 
countries some £13 millions, the OEEC 
area £20.5 millions and other countries 
about £5 millions. 


The Trade Deficit—Total imports, at 
£177} millions, were up on the year by 
£18 millions; while exports, largely as a 
result of the fall in copper prices, were 
lower by £25 millions. In consequence, 
the favourable balance of £29 millions 
recorded in 1956 was replaced by a 
deficit of rather more than £14 millions. 
The export deterioration was entirely 
due to the falling off in mineral sales 
reflecting lower prices. 


CEYLON 


National Product Falls—The annual 
report of the Monetary Board of the 
Central Bank of Ceylon points out that 
the national product in 1957 showed a 
decline in real terms. ‘The report sug- 
gests that the country’s financial position 
at the end of the year was on the whole 
not unsatisfactory; while external assets 
at Rs 943 millions showed a fairly sub- 
stantial drop from the end-1956 level, 
they were still equivalent to about half a 
year’s imports. 





TOTAL ASSETS OVER 


Branches outsid: Canada: 








Helping to develop Canada’s Trade 
with banking service that is 
well informed, imaginative and enterprising 


THE CANADIAN BANK OF COMMERCE 


£2.581.009,000 
- .. 2LOMBARD STREET. EC3 
LONDON OFFICES: 42 BERKELEY SQUARE. WI 
HEAD OFFICE: 25 KING STREET WEST. TORONTO 
MORE THAN 770 BRANCHES ACROSS CANADA 
New York. Seattle, Portland. San Francisco 
Los Ang.les Calif... Bruish West Indies, Nassau, Bahamas. 
Resid.nt Kep.escntative: Chicago, Ill. 


Bank ing Correspondents Throughout the World 




















i OalUrerl i lC HF rlhtrr Olle. CU CL 


rear © © ® *® (I= FRA FPA 


— 

















































| Tax Reform Planned—The National secured from devaluation is reduced by 
Planning Council has decided that an the rise in internal French prices. The 
effort should be made to present the price index in March showed a jump to 
: frame of an effective development plan’ 11 per cent above its level at the time of 
. for consideration by Parliament at the the devaluation of the franc last August. 
next budget session. The Prime Minister Output Still Rising—A review of the 
has revealed that the Council is now : —s 
; economy by the Finance Ministry esti- 
seeking expert advice on the reform of : 
; mates that industrial production was 
the country’s taxation structure, the : 
Government having decided that drastic 9 per cent higher in the first quarter of 
8 the year than in the corresponding period 


revision is urgently needed. of 1957. It suggests, however, that 
credit restrictions imposed by _ the 
CHILE authorities in the closing months of last 


Standby Credits Renewed— The year will probably result in an appre- 
agreements for the stabilization of the ciable falling off in the volume of 
Chilean peso concluded with the Inter- business activity by the second half of 
national Monetary Fund and the US | this year. 

Treasury several years ago have been Exchange Relaxations—The Office 
extended until April, 1959. Under these des Changes has issued instructions to 
arrangements Chile is entitled to pur-  fnancial institutions that provide for 
chase up to $35 millions of foreign the establishment of an authorised ex- 
my ee from the Fund and to sell up change market for foreign banknotes. 
- $10 millions of pesos in exchange for It has also announced some relaxation 
US dollars to the American Treasury of the restrictions governing trans- 


whenever help is needed to meet pay- actions in capital account francs. 
ments difficulties. 
DENMARK GERMANY 


a Export Credit Relaxations— The State- 
heir ; a df mos a de ol ngs les controlled Hermes Export Credit In- 
ht emmy liane ser up 4 Sales surance Company is raising the maxi- 
organization to protect the interests of : ac ieaidenieliiane ‘ ‘ 
Danich daisy farmers shecad, which “"™ insurance cover for export contracts 
have been badly hit by the severe fall in {f0™ 75 to 80 per cent. The change is 
ieee tn ins” aaa “wiggle intended to make it easier for exporters 
el ean sonia pr yrs P It “ to raise finance in the market. It has 
ee BSS: also been announced that an additional 
intended that the new organization shall , _ say: . 
in ten diem ald toy Wet meine malian revolving fund of DM 250 millions is 
ee 5 oe > being set up by the Minister of Federal 
to which all exporters would have to . 
; Property to provide long-term finance 
adhere, so that Danish exporters could f . . . 
or exports of capital goods. Credits 
not under-cut one another abroad as iy 
thoy wee wel te tame teen Gelee im will in the main be for periods of two to 
: .* four years, but they will be co-ordinated 
recent months. Another proposal is a * a 
a . with credit facilities of the Frankfurt 
that the Minister of Agriculture should . ae “eee 
as sans Export Credit Bank with a view to 
e given powers to levy tolls on slaughter- 
ings and exports so that good and bad lengthening credit terms from the pre- 
7 P 5 sent four- to five-year maximum to 


markets can be ‘“‘ balanced ”’. , . 
eight to ten years. Only projects in 
new countries will be eligible for assist- 

FRANCE ance from the fund. 


Payments Relapse—The marked im-  goyiet Trade Pact—An agreement on 
provement in external payments in the trade, shipping and consular matters has 
closing months of last year has not been een concluded with the Soviet Union 
held. In the first three months of 1958 after eight months of negotiation. It 
the shortfall of exports below imports provides for an exchange of goods be- 
was several times larger than in the final tween the two countries to a total value 
quarter of 1957, while there was a sharp o¢ 268 millions sterling over the three 
jump in the deficit with the European vears to the end of 1960 

+ rage Union, the figure for March ~* : 

aving been as high as $56 millions. 

The setback is being attributed in part GREECE 

to the tendency for exports to slow OEEC Tribute—A report on the coun- 
down now that the price advantage try’s economy prepared by OEEC states 
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that Greece has in recent years been 
able to combine economic expansion 
with internal financial stability. It points 
out that both consumer demand and 
fixed investment have increased con- 
siderably. New capital outlays in ship- 
ping and electric power have been par- 
ticularly large. ‘The report notes that 
the authorities are arranging to re- 
organize the capital and money markets 
so that the increased availability of 
finance can be turned to full account 
for promoting the country’s economic 
development. Drawing attention to the 
widening trade gap, the report suggests 
that there is now a need to orientate 
investment towards those industries and 
services that are most likely to strengthen 
the foreign exchange balance. 


HONG KONG 


Cotton Exports Dispute—The Colony’s 
textile industry has turned down a re- 
quest from the British Government that 
the industry should suggest a quota 
limit on cotton cloth exports to the 
United Kingdom. But it has indicated 
that it is prepared to enter into direct 
discussions with the Lancashire interests, 


which have been pressing the British 
authorities to impose restrictions on the 
Colony’s cloth exports to Britain. The 
Hong Kong industry insists, however, 
that Britain reaches prior agreement with 


India and Pakistan. The decision fol- 
lowed meetings at the beginning of 
April between representatives of the 
industry and Sir Frank Lee, the British 
Government’s special envoy who had 
come to the Colony to seek voluntary 
** ceilings ”’. 


ITALY 


$75 mns from World Bank — The 
World Bank has granted a loan of $75 
millions to the Cassa per il Mezzo- 
giorno, a Government agency that is in 
charge of industrial, agricultural and 
electric power development in Southern 
Italy. 


MEXICO 


World Bank Loan ?—Adrdessing the 
annual meeting of the Mexican Bankers’ 
Association, the Finance Minister, Senor 
Flores, stated that foreign credits would 
not be used to purchase abroad articles 
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that Mexico could herself produce. He 
indicated that he expected to complete 
arrangements soon for a loan of US $34 
millions from the International Bank for 
financing electric power development 
and announced that a guaranteed public 
loan would be issued by the Government 
to raise 200 million pesos to help expand 
the petroleum industry. 


MIDDLE EAST 


Joint Development Corporation — 
Financial, industrial and commercial con- 
cerns in the United States, Canada and 
nine European countries are collaborating 
to establish a new corporation to assist 
industrial development in the Middle 
East, especially in the oil-producing 
States. The new Corporation will have 
the task of assisting industrial develop- 
ment in the region by providing invest- 
ment opportunities, industrial banking 
facilities and technical “‘ know-how ”’ for 
small businesses and industry as well as 
for large-scale enterprise. ‘Three British 
banks are participating in the venture: 
the British Bank of the Middle East, the 
Chartered Bank and the Ottoman Bank. 


NETHERLANDS 


Bank Rate Cut Again—The Bank rate 
was reduced by a further 4 per cent to 
4 per cent in the last week of March, 
1 per cent below the rate established in 
the summer. The reduction follows an 
easing of money in the market. The 
official view is that the recovery in the 
country’s external payments makes it 
safe to effect a further relaxation of 
special restrictions imposed at the height 
of last year’s currency re-alignment 
scare. "The authorities have, however, 
deemed it advisable to tighten reserve 
requirements for the commercial banks 
to prevent the rise in the banks’ liquidity 
(brought about by the reflux of funds 
to the Netherlands) resulting in excessive 
credit creation. 


Return to Surplus—The Miuinister of 
Economic Affairs has stated that the 
country’s external payments are now in 
surplus to the extent of some Fls 250 
millions per quarter, which could mean 
that the big deficits incurred in 1956 
and 1957 would be cancelled out within 
a year. He warned the public, however, 
that this did not mean that the country 
had surmounted all its economic diffi- 
culties. A cautious financial and wages 
policy would have to be pursued during 
the remainder of 1958. 
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NEW ZEALAND , 


Mission to Britain—A New Zealand 
mission, headed by Mr C. F. Skinner, 
the Deputy Prime Minister, began dis- 
cussions with the United Kingdom 
Government in the middle of April 
about possible UK action to help New 
Zealand overcome the difficulties it is 
encountering as a result of the slump in 
prices for agricultural products. One of 
the objects of the New Zealand delega- 
tion was to persuade the UK authorities 
to impose restrictions on the alleged 
dumping of butter and other agricultural 
products on the British market by Euro- 
pean producers. 


£20 mns London Loan—New money 
totalling £20 millions was raised in 
London last month, in 6°, stock, 1976- 
80, offered at 99 (half was left with 
underwriters). 

It has been reported that, because 
some months must elapse before the 
import restrictions imposed early this 
year begin to have a marked impact on 
the level of foreign exchange expendi- 
ture, New Zealand’s existing reserves 
may not be sufficient to cover the ex- 
pected payments deficit for 1958 if 
there is no quick recovery in export 
earnings. 


PAKISTAN 


European Loans Sought—The Finance 
Minister, Mr Syed Ali, has been making 
a tour of West European capitals in 
search of long-term loans of a total 
value of some £18 millions sterling for 
financing essential development projects 
within the country. 


SOUTH AFRICA 
Capital Outflow—In a review of eco- 
nomic conditions in 1957, the statis- 
tician of the Reserve Bank, Dr de Jongh, 
states that the estimated deficit in cur- 
rent payments last year was £5 millions. 
In addition, however, there was a deficit 
of £26 millions in capital transactions 
(of which £20 millions is thought to 
have been caused by differences in 
interest rates). 


TUNISIA 


Joins Bank & Fund—Tunisia has 
become a member of the International 
Monetary Fund and the World Bank. 
Its quota in the Fund has been fixed at 
$12 millions, and its subscription to the 
Bank’s capital is to be 120 shares with a 
total par value of $12 millions. 
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that Greece has in recent years been 
able to combine economic expansion 
with internal financial stability. It points 
out that both consumer demand and 
fixed investment have increased con- 
siderably. New capital outlays in ship- 
ping and electric power have been par- 
ticularly large. ‘The report notes that 
the authorities are arranging to re- 
organize the capital and money markets 
so that the increased availability of 
finance can be turned to full account 
for promoting the country’s economic 
development. Drawing attention to the 
widening trade gap, the report suggests 
that there is now a need to orientate 
investment towards those industries and 
services that are most likely to strengthen 
the foreign exchange balance. 


HONG KONG 


Cotton Exports Dispute—The Colony’s 
textile industry has turned down a re- 
quest from the British Government that 
the industry should suggest a quota 
limit on cotton cloth exports to the 
United Kingdom. But it has indicated 
that it is prepared to enter into direct 
discussions with the Lancashire interests, 


which have been pressing the British 
authorities to impose restrictions on the 
Colony’s cloth exports to Britain. The 
Hong Kong industry insists, however, 
that Britain reaches prior agreement with 


India and Pakistan. The decision fol- 
lowed meetings at the beginning of 
April between representatives of the 
industry and Sir Frank Lee, the British 
Government’s special envoy who had 
come to the Colony to seek voluntary 
** ceilings ”’. 


ITALY 


$75 mns from World Bank — The 
World Bank has granted a loan of $75 
millions to the Cassa per il Mezzo- 
giorno, a Government agency that is in 
charge of industrial, agricultural and 
electric power development in Southern 
Italy. 


MEXICO 


World Bank Loan ?—Adrdessing the 
annual meeting of the Mexican Bankers’ 
Association, the Finance Minister, Senor 
Flores, stated that foreign credits would 
not be used to purchase abroad articles 
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that Mexico could herself produce. He 
indicated that he expected to complete 
arrangements soon for a loan of US $34 
millions from the International Bank for 
financing electric power development 
and announced that a guaranteed public 
loan would be issued by the Government 
to raise 200 million pesos to help expand 
the petroleum industry. 


MIDDLE EAST 


Joint Development Corporation — 
Financial, industrial and commercial con- 
cerns in the United States, Canada and 
nine European countries are collaborating 
to establish a new corporation to assist 
industrial development in the Middle 
East, especially in the oil-producing 
States. The new Corporation will have 
the task of assisting industrial develop- 
ment in the region by providing invest- 
ment opportunities, industrial banking 
facilities and technical ‘‘ know-how ”’ for 
small businesses and industry as well as 
for large-scale enterprise. ‘Three British 
banks are participating in the venture: 
the British Bank of the Middle East, the 
Chartered Bank and the Ottoman Bank. 


NETHERLANDS 


Bank Rate Cut Again—The Bank rate 
was reduced by a further 4 per cent to 
4 per cent in the last week of March, 
1 per cent below the rate established in 
the summer. The reduction follows an 
easing of money in the market. ‘The 
official view is that the recovery in the 
country’s external payments makes it 
safe to effect a further relaxation of 
special restrictions imposed at the height 
of last year’s currency re-alignment 
scare. "The authorities have, however, 
deemed it advisable to tighten reserve 
requirements for the commercial banks 
to prevent the rise in the banks’ liquidity 
(brought about by the reflux of funds 
to the Netherlands) resulting in excessive 
credit creation. 


Return to Surplus—The Minister of 
Economic Affairs has stated that the 
country’s external payments are now in 
surplus to the extent of some Fls 250 
millions per quarter, which could mean 
that the big deficits incurred in 1956 
and 1957 would be cancelled out within 
a year. He warned the public, however, 
that this did not mean that the country 
had surmounted all its economic diffi- 
culties. A cautious financial and wages 
policy would have to be pursued during 
the remainder of 1958. 


NEW ZEALAND 
Mission to Britain—A New Zealand 
mission, headed by Mr C. F. Skinner, 
the Deputy Prime Minister, began dis- 
cussions with the United Kingdom 
Government in the middle of April 
about possible UK action to help New 
Zealand overcome the difficulties it is 
encountering as a result of the slump in 
prices for agricultural products. One of 
the objects of the New Zealand delega- 
tion was to persuade the UK authorities 
to impose restrictions on the alleged 
dumping of butter and other agricultural 
products on the British market by Euro- 
pean producers. 
£20 mns London Loan—New money 
totalling £20 millions was raised in 
London last month, in 6°,, stock, 1976- 
80, offered at 99 (half was left with 
underwriters). 

It has been reported that, because 
some months must elapse before the 
import restrictions imposed early this 
year begin to have a marked impact on 
the level of foreign exchange expendi- 
ture, New Zealand’s existing reserves 
may not be sufficient to cover the ex- 
pected payments deficit for 1958 if 
there is no quick recovery in export 
earnings. 


PAKISTAN 


European Loans Sought—The Finance 
Minister, Mr Syed Ali, has been making 
a tour of West European capitals in 
search of long-term loans of a total 
value of some £18 millions sterling for 
financing essential development projects 
within the country. 


SOUTH AFRICA 


Capital Outflow—In a review of eco- 
nomic conditions in 1957, the statis- 
tician of the Reserve Bank, Dr de Jongh, 
states that the estimated deficit in cur- 
rent payments last year was £5 millions. 
In addition, however, there was a deficit 
of £26 millions in capital transactions 
(of which £20 millions is thought to 
have been caused by differences in 
interest rates). 


TUNISIA 


Joins Bank & Fund—Tunisia has 
become a member of the International 
Monetary Fund and the World Bank. 
Its quota in the Fund has been fixed at 
$12 millions, and its subscription to the 
Bank’s capital is to be 120 shares with a 
total par value of $12 millions. 
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APPOINTMENTS AND RETIREMENTS 


New GM for Clydesdale Bank 


Sir John J. Campbell has retired from the general managership of the Clydesdale 
& North of Scotland Bank, which he has held since 1946, and has joined the 


board. 


general manager. 


The new general manager is Mr Robert D. Fairbairn, formerly deputy 
Mr Fairbairn began his career in 1929 with the Clydesdale 


Bank and later joined the Midland Bank, becoming a superintendent of branches 
before returning in 1950 to the Clydesdale & North of Scotland Bank. 


Barclays Bank—Head Office: Mr E. N. 
Adcock to be an assistant general manager. 
Chelmsford Dist, Local Head Office: Mr A. C. 
Fellingham, from Norwich, to be a local 
director. Trustee Dept, Chief Office: Mr 
B. C. Sharp to be trustee manager; Mr 
R. E. L. Salter, manager of Bromley 
Branch, to be assistant trustee manager. 
Trustee Dept, Bromley: Mr N. McCann, 
from City Branch, to be manager. London 
— Finchley, Church End: Mr S. 'T. Jackson, 
from Hendon Central, to be manager on 
retirement of Mr R. L. Golds; Hampstead 
Heath: Mr T. G. Price, from Stepney, to 
be manager; Hendon Central: Mr R. J. 
Helder, from Hampstead Heath, to be 
manager; Leytonstone: Mr I. B. Morgan, 
from Buckhurst Hill, to be manager; 
366 Strand: Mr G. K. Williams, from 
Wembley, to be manager on retirement of 
Mr F. R. Sice. 

District Bank—Ambleside: Mr W. B. Cress- 
well to be manager. Blackpool, Talbot Rd: 
Mr C. F. Ashworth, from Cleveleys, to be 
accountant. Kirkham: Mr N. H. Chadwick, 
from ‘Talbot Rd, Blackpool, to be manager. 
Settle: Mr W. M. Aitken to be manager. 
Hongkong and Shanghai Banking Cor- 
poration—The Hon Michael W. Turner, 
chief manager, has also been appointed 
chairman of the board of directors. 

Lloyds Bank—Head Office, Staff College: 
Mr D. R. Hateley, from West Smithfield, 
to be an instructor. London—Harlesden: 
Mr N. W. Dierden, from Westminster 
House, to be manager on retirethent of 
Mr R. H. Finlayson; Pall Mall: Mr G. C. 
Watkins to be manager on retirement of 
Mr A. L. Ball. Alford, Lincs: Mr K. Hartoch, 
from Sleaford, to be manager. Baldock, 
Herts: Mr V. G. Gazely, from Alford, to 
be manager. Bath, Lower Weston: Mr 
G. H. Hatch, from New Milton, to be 
manager on retirement of Mr H. E. Aust. 
Martins Bank—Mr C. Whiteley, hitherto 
Manchester assistant dist manager, to be 
assistant general manager in succession to 
Mr R. Davidson. London—68 Lombard St: 
Mr H. Ryder, from Newcastle City Office, 
to be an assistant manager; Ludgate Circus: 
Mr A. F. Sharp, from Brighton, to be sub- 
manager. Birmingham City Office: Mr 
J. L. S. Woosnam to be assistant manager. 
Midland Bank—Head Office: Mr P. J. V. 


Ashurst to be assistant secretary in suc- 
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cession to Mr W. G. Kneale; Mr G. R. 
Birkinshaw, from Willesden Junction, to be 
a superintendent of branches in succession 
to Mr E. C. S. Edwards. London—-Overseas 
Branch: Mr F. A. Bennett, from Foreign 
Branch, Manchester, to be a deputy assistant 
manager; Chelsea, 315 Fulham Rd: Mr 
J. G. W. Baker, from Colindale, to be 
manager in succession to Mr H. J. Roper; 
Colindale: Mr G. F. 'Tavener to be manager 
in succession to Mr J. G. W. Baker; 
799 Fulham Rd: Mr L. Pullen to be manager; 
Oxford Circus: Mr C. W. James, from 
140 Tottenham Ct Rd, to be manager on 
retirement of Mr W. J. Lindsay; 16 Regent 
St: Mr W. G. Kneale to be manager on 
retirement of Mr A. J. H. Balls. 

National Provincial Bank—The Rt Hon 
Lord Sinclair has been appointed a director. 
London—City Office: Mr C. Stanislaus to be 
accountant with managerial status; Victoria 
Station: Mr R. W. James to be manager on 
retirement of Mr F. A. Voce; Walthamstow: 
Mr L. A. G. Woodhurst, from Ilford, to be 
manager. Birmingham, Aston Manor: Mr 
W. G. Humphreys, from Nuneaton, to be 
manager. Bradford, Commercial Bank 
Branch: Mr S. C. Wilcher, now joint 
manager, to be sole manager on retirement 
of Mr H. Crankshaw. Bristol—St. George: 
Mr J. H. Cann, from Barnstaple, to be 
manager on retirement of Mr A. D. Rees. 
Westminster Bank—Head Office: Mr E. R. 
Styles, from Beckenham, to be an inspector 
of branches; Mr J. E. F. Lane, from Guild- 
ford, to be a controllers’ assistant. Foreign 
Branch Office: Mr F. G. Christens to be 
principal, arbitrage dept, in succession to 
the late Mr J. C. Campbell. London— 
Blackheath: Mr A. J. Pronger, from Seven- 
oaks, to be manager; Bloomsbury: Mr R. J. 
Pope, from Park Lane, to be manager on 
retirement of Mr S. E. Hopkins; Camber- 
cell: Mr T. T. J. Nolan, from Blackheath, 
to be manager on retirement of Mr H. C. 
Boston; Cannon St: Mr S. Pryke, from 
Lombard St, to be manager; Highgate: 
Mr A. H. L. Leach, from Kensington High 
St, to be manager; Lombard St: Mr L. D’A. 
Drayton to be assistant manager; Southgate: 
Mr G. N. Pett to be manager on retirement 
of Mr R. M. Soulby. Liverpool Trustee 
Branch: Mr F. Bingham, from Leeds 
Trustee Branch, to be manager on retire- 
ment of Mr F. J. Galer. 














Averages 
of Months: 
1921 
1922 ‘ 
1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 ee 
1945 oe 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1951: Oct. . 
Nov 


1957: Jan.. 
Feb 
Mar 
April 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 


1958: Jan.. 


eb 


Mar 


*Ten clearing banks for 1921-35, thereafter eleven. 
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Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 


6,138 


5,981 
5,973 


6,224 
5,929 
5,897 
5,908 
5,980 
6,164 
6,217 
6,170 
6,174 
6,239 
6,236 
6,516 


6,392 
6,131 
6,087 


. 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 
2,256 


2,423 
1,981 


2,447 
2,077 
2,008 
2,025 
2,065 
2,166 
2,305 
2,270 
2,278 
2,364 
2,404 
2,664 


2,563 
2,254 
2,160 








Liquid Assets 
I/ + 


« 
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TDRs 


{mn 


177 
108 


BANKING STATISTICS 


Banking Trends since World War I* 


Investments 


{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 


+ Ratios to gross deposits. 


0, 


CAS Ave apanoOousHuUuHD 


oe 


Advances 
mn yA 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 

1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
1,897 30 
1,925 31 
1,864 28 
1,924 31 
1,977 32 
1,994 32 
1,999 31 
2,080 32 
1,992 30. 
1,964 30. 
1,954 30 
1,921 29 
1,874 28 
1,881 27 
1,859 27 
1,880 29 
1,917 30. 
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Trend of “ Risk ’’ Assets 


(£ millions) 
March 19, 1958 
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CHANGE IN 

















% of | Year to | Monthly Periods 
Gross March Dec Jan Feb Mar 
Investments: Deposits 1958 1957 1958 
Barclays 497.5 35.5 | + 7.8 - 3.0 + 0.1 — + 0.2 
Lloyds 396.8 34.2 | +31.3 14.9 +13.2 4+ 1.1 +10.2 
Midland .. 456.4 33.2 | +23.8 a 0.2 + 2.8 — 
National Provincial .. 225.5 28.3 | +12.2 - 0.2 7.0 - 1.5 — 
Westminster . . . 263.0 32.1 | +20.6 0.1 +10.0 —» = @.f 
District 76.4 33.1 | + 5.7 | — - 0.2 — 2 
Martins - 89.8 29.9 | + 0.7 | ~- 0.4 a — 
Eleven Clearing | 
Banks 2,093.7 32.9 | +100.5 11.5 33.7 1.5 + 9.8 
Advances: | 
Barclays 2.3 24) «238 |} +62 -1.9 = 639 9.2 
Lloyds 353.1 30.4 | -—28.0 - 1.2 - 0.6 +10.5 + 1.7 
Midland . _. 27.3 2.8 )| ~ 4.7 6.3 - 4.9 +10.4 + 3.6 
National Provincial .. 258.1 33.9 | -14.8 - 8.9 - 1.6 - 1.7 +21.3 
Westminster . . . 242.0 29.5 | -11.7 - 8.1 - 6.1 - 5.3 + 5.0 
District 66.0 28.5 | + 0.2 ~ 43 - 2.4 + 1.2 —- 0.6 
Martins - 92.2 29.3 | + 3.3 j} ~ 06 - 1.5 +5.8 = 4,2 
Eleven Clearing | 
Banks1,917.1 30.1 -59.4 ' + 6.9 -22.1 21.1 37.2 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Feb Mar June Dec Jan Feb Mar 
ea a on ee ee. ae ee 
Barclays 28.8 37.9 34.5 36.3 32.7 31.8 31.7 37.7 37.5 36.3 34.2 
Lloyds 31.1 34.4 32.3 34.4 31.0 29.7 32.9 37.3 35.8 33.5 31.9 
Midland 30.1 38.2 31.8 41.3 34.6 34.1 33.8 39.0 38.5 35.1 33.9 
National Prov 30.7 38.7 31.3 37.2 33.2 31.1 34.0 39.5 39.0 36.4 34.0 
Westminster... 29.7 36.3 33.1 37.6 35.3 34.3 33.0 39.0 37.9 36.8 35.4 
District 31.5 3.9 S7.2 35.7 33.7 3.7 37.5 B.2 B.S 3.3 BS 
Martins .. 28.5 39.8 33.3 42.1 36.9 36.7 37.5 41.0 39.2 35.0 35.9 
All Clearing 
Banks .. 29.9 37.4 33.1 37.4 33.6 32.6 33.4 38.4 37.8 35.2 33.9 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Apr 19, Feb 21, Mar 21, Mar 28, Apr 3, Apri11, Apr 18, 
1957 1958 1958 1958 1958 1958 1958 
Per cent 
Bank rate 5 7t 6? 6 6 6 
Treasury bills: 
Average allotment rate .. 333 5 3} 5% 5 5% 5 + 545 
Market’s dealing rate, 3 
months* ; i oa 5 98 5H O55 -5 48 5 4h 5} 54 
Money rates: 
Clearing banks’ deposit 
rate ~ me 5 4 4 + 4 4 
Short money: 
Clearing banks’ minimum 33 5} 44° 4} 4} 4} 4} 
Floating money .. 3-32 5-6 44-53 5-54 5-54 5-5} 43-5 


* Following day. 


+ Raised from 5% on 19.9.57. 
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+ Lowered to 6% on 20.3.58. 





~~ 
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Total Inland Revenue 
Customs and Excise .. 
Other revenue 
Total ordinary revenue 
Debt interest (including sinking fund) 
Other consolidated fund 
Supply expenditure 
Total ordinary expe -nditure 
Above line surplus or deficit 


Net deficit below line 
of which 
local loans (net) . 
loans to state industries (net) 


Total deficit 


(£ millions) 


Original 


budget 


estimates, 
1958-59 


* Indicates decrease in net deficit. 


2.970 
2,189 
280 
5,439 
733 
83 
4,259 
5.075 
364 
—600 


13 
478 
-~236 


I—The Budget 


Expected 
change on 


1957-58 
out-turn 
~115 
39 

— 5$ 
96 

33 

| 

~ 121 
~155 
— §9 
35* 


29 
Dé 


-~ 49 
- 24+ 





securities other than defence bonds. 


Savings 
Certi- Defence Savings 
ficates Bonds Banks 
(net) (net) (net) 
1952-53 .. +—22.8 —10.7 -131.6 
1953-54 .. 19.0 —~ 0.3 — 79.3 
1954-55 .. 46.0 ~51.1 — 35.4 
1955-56 .. --19.7 Ye — 80.4 
1956-57 .. 72.0 232 —~ 20.6 
1956-57 
April-Feb - 69.5 0.5 —11.0 
March .. + 3.6 0.7 8S .6 
1957-58 
April-Feb -15.2 —16.9 — 56.5 
March .. — 6.1 — 5.3 2.0 


I11—National Savings 


Premium ‘Total 
Bonds Small 
(net) 

- —~119.5 
— — 60.0 
—_ 61.7 
_ — 39.2 
~6§5.0 119.5 
ee 90.0 
5.6 18.5 
72.4 — 14.1 
7.8 - 1.6 


* After taking account of net sales through the 


THE EXCHEQUER FINANCES 


April 1, Change on 


+ Indicates increase in total deficit. 


({mns: Receipts into Exchequer reported during period) 





1958, to corresponding 
April 19, period of 
1958 1957-58 
127.4 - 9.7 
84.4 - 5.2 
11.3 - 1.2 
223.1 - 3.4 
59.4 - 0.5 
2.5 - 0.1 
200.8 —10.7 
262.6 —~10.1 
~39.6 13.6 
- 48.3 -~70.2 
- 33.0 -—72.7 
- 87.8 - 56.6 
Total 


Accrued Defence Remain- 


Interest 


(net) 


88. 
88. 
88. 
82. 
35. 


35. 
— Q. 


~40. 


5.7 


wi ~1 OO DH Ww 


— 


1 


/ 


Bond ing In- 
Maturity vested* 


—45.5 6,020. 
—38.4 6,008. 
—28.8 6.126 
—50.8 6,123. 
—38.9 6,124. 
—37.3 6,223. 
—~ 1.1 6,240. 


—-17.2 6,266. 
5 6,272. 


- 0.5 


9 
7 


mn 


6 
0 


0 
0 


0 
0 


Post Office Savings Bank of Government 





I1I—Floating Debt 


(£ millions) 

















Change in three 
Beginning of April* April months 
—— 19, Jan-Apr, Yan-Apr, 
1956 1957 1958 1958 1958 1957 
Ways and Means Advances: 
Bank of England ea -—- —— --- —- -—- = 
Public Departments... 277.7 289.3 239.6 252.0 1.7 + 29.5 
Treasury Bills: 
Tender .. 4 .. 3,240.0 2,860.0 3,120.0 | 3,120.0 -250.0 - 490.0 
ap ‘a .. 1,561.2 1,306.4 1,499.4 1,580.5 -—134.4 —-— 96.5 
5,078.9 4,455.7 4,859.0 | 4,952.5 -382.7 -—556.9 
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* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Reserves 

Net Special at End 
Years and With With Surplus Ameri- Payments Change of 
Quarters EPU* Other or can an in Period 

Areas Deficit Aid Creditst Reserves 

1946 .. --- —- — 908 -- +-1123 + 220 2696 
1947 .. — —- — 4131 = +-3513 —- 618 2079 
1948 .. — ~- - 1710 682 + 805 — 223 1856 
1949 .. —— = — 1532 1196 + 168 — 168 1688 
1950 .. + 14 +-791 + 805 762 + 45 +1612 3300 
1951 .. -—112 — 876 — 988 199 —- 176 —- 965 2335 
1952 .. — 276 — 460 — 736 428 —- 181 — 489 1846 
1953 .. +-113 +-433 +- 546 307 —- 181 + 672 2518 
1954 .. + 85 +-407 + 492 152 — 400 + 244 2762 
1955 .. — 169 — 406 —- 575 114 - 181 — 642 2120 
1956 .. —211 — 408 —- 619 66 + 566 13 2133 
1957 .. — 276 —135 — 411 26 + 525 +. 140 2273 

1957: 
_ + 20 — 84 —- 64 13 +. 127 76 2209 
_ - 12 - 21 ~ ) + + 177 +. 172 2381 
July — 21 + 6 - 15 1 -— —- 14 2367 
August — 38 — 166 — 204 — —- 21f —- 225 2142 
September — 134 — 166 — 300 8 — 292 1850 
i — 193 — 326 — 519 ) —- 21t — 531 1850 
October — 130 +123 - 7 —- + 250 +- 243 2093 
November + 18 +. 74 + 92 = —— + 92 2185 
December - 3 99 + 96 = - 8 + 88 2273 
om —115 -+-296 + 181 -— - 242 +. 423 2273 
1958: 

January — 13 +144 - 131 -— _— + 131 2404 
February -+- 22 +112 + 134 1 — +. 135 2539 
March 1. Q4. +137 1 231 ~-- --- + 231 2770 
Dis -++-103 +-393 - 496 1 — +. 497 2770 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 












































—_— 


Financed by: 












































* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprised annual service charges on the US and Canadian loans in each 


December from 1951 to 1955, and capital portion in 1956; also, initial payment of $99 mns 
on funding of EPU debt; repayment, of $112 mns to IMF in 1954; further $7 mns on 
EPU funding in July, 1956; and $14 mns to IFC in August, 1956. Quarterly instalments 
on Canadian post-war loan and monthly payments to EPU creditors not deducted. Credits 
comprised $4,909 mns in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; 
$325 mns from S. African gold loan of 1948; $177 mns from sale of Trinidad oil company 
in September; $30 mns from sale of US Gvt bonds in November; $561 mns from IMF 
drawing in December, 1956; $59 mns from India’s drawing on IMF in February, $68 mns 
in March, $73 mns in June, and $250 mns from Ex-Im in October, 1957. 

t Annual payment to Germany on EPU debt; German deposit of £75 mns for prepay- 
ment of debt to Britain, spread through July, August and September, is mot shown as 
special credit. 





Sterling Exchange Rates 


Apr19, Feb 21, Mar21, Mar28, Apr3, April, Apr 18, 
1957 1958 1958 1958 1958 1958 1958 
Official London Rates Dollars 
New York: 
Spot 2.783 2.813 2.814 2.812 2.817: 2.812 2.81% 
3 months Bepm 2#%cpm 27% cpm 23¢cpm 2#c.pm 2#c.pm 2jc.pm 
Transferable Sterling . 
(New York) .. 2.763 2.794 2.794 2.794 2.796 2.794 2.794 
Security Sterling 
(New York) 2.564 2.772 2.78 2.784 2.78 2.77% 2.77 
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Tullis Russell offer the benefits of 50 years’ experience 
: Pap and skill in making sensitized security cheque paper, of a 
— quality and character that help to safeguard the reputation 


of British Banking all over the world. Day and night, 


month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 

For safety, security and consistency of quality, specify 


T.R. Security Cheque Paper—it is a credit to Banking! 


Tillis Russell + C, Ltd. 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 


PAPER MAKERS SINCE [869 


SOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON : “ivorex House’’ Upper Thames St., E.C.4 
uRMINGHAM: 177 Corporation Street MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 


xli 

















COSMAS ASS HSS TS AS OS MSSM AS ON tS 


‘<2 


Ze P 

t. “ eet | 
a NY, a ee 
| 6a6) 5? od ae port 
*.* seo i aa 
Nkok TP ee 





Chairman 
E. G. Spater, F.C.L.1. 


Deputy Chairman and Managing Director 
Eric J. P. C. Knight 


Executive Directors 
P. J. Crawford Knight Norman C. Osborne 
Henry F. Alfry Graham C. E. Sabine 


Assistant to Executive 
D. E. C. Hawkins, A.C.A. 


Secretary Assistant Secretary 
J. S. Thomas, A.C.A B. R. L. Holmes, A.C.A. 


Accountant 
N. S. Fosh, A.C.A. 


Banking Manager 
Philip E. Tregaskis 
Assistant Banking Manager 
P. M. Bangerter 


Accounts Manager Chief Cashier 
P. F. Durrant S. Corbett 


LOMBARD BANKING 


LIMITED 
BANKERS 
Head Office : 
LOMBARD HOUSE 


CURZON STREET, PARK LANE, LONDON, W.1 
GRO 4111 (30 lines) 


A world-wide Banking and Finance Organisation 
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LOMBARD BANKING LIMITED 





COMMONWEALTH EXPANSION PROGRAMME 





A MOST SUCCESSFUL YEAR 


The 12th Annual General Meeting of 
Lombard Banking Limited was held in 
London, Mr. E. G. Spater, the Chair- 
man, presiding. His circulated state- 
ment included the following extracts: 

INCREASED PROFIT 

The Consolidated Profit and Loss 
Account has produced a Group Profit 
of £612,601, against £410,021 for 1956, 
arrived at after making very adequate 
provisions including a sum of £150,000 
to meet additional costs of finance re- 
sulting from the Bank Rate rising to 7°; 
in September, 1957. 

The Net Profit after taxation is 
£247,817 which compares with £176,625 
last year. 

RESERVES 

You will see that £70,000 has been 
placed to General Reserve and the 
balance of Profit and Loss Account has 
been increased to £156,471 (£107,539). 

The Consolidated Balance Sheet 
totals have increased from £11,700,877 


* to £26,085,728. 


Shareholders’ Interest increased from 
£1,442,.695 to £2,019,279, which materi- 
ally strengthens the foundations of the 
Bank. This has been achieved by addi- 
tions to Capital and General Reserves 
totalling £78,885 and by the issue of 
additional Share Capital at substantial 
premiums. 

LIQUIDITY 

Cash in Hand and Balances with other 
Banks increased by more than 100%, to 
£3,106,570, so maintaining liquidity, 
which I am confident will meet with 
general approval. 

Your Board considered it desirable to 
recommend that Reserves amounting to 
£282,544 be capitalised as Bonus Issue. 

Arising from the results for 1957 your 
Board recommend a Final Dividend of 
15%, making a total of 30%, for the year 
payable on the Ordinary Share Capital 
as increased by the Bonus Issue referred 
to above. 

H.M. Treasury approval was given 
during 1958 to a further Capitalisation 
and to the Distribution to Ordinary 
Shareholders of one Ordinary Share for 
each Ordinary Share held. 

EXPANSION 

New branches have been opened in 
Norwich, Portsmouth and Southsea, 
Oxford, Dublin, Mold, Leicester, Stoke- 
on-Trent, Lincoln, Grantham and 
Liverpool. 





It is proposed to open new Branches 
in Nottingham, Newcastle-upon-Tyne, 
Carlisle, Plymouth, Cambridge, Maid- 
stone and Shrewsbury, and Dar-es- 
Salaam in Tanganyika; indicating our 
continued policy of expansion. 


HOME 

Lombank Limited has now become 
a leading national Hire Purchase com- 
pany, operating throughout the British 
Isles. 

OVERSEAS 

AUSTRALIA.—Your Bank now con- 
trols Consolidated Finance Corporation 
Limited in the Commonwealth of 
Australia, the profits of which will 
make a major contribution to the 
Profits of the Group. 

NEW ZEALAND.—Lombard has 
acquired a controlling interest in the 
New Zealand Guarantee Corporation 
through which we can, we are confident, 
contribute our share to the economy of 
the Dominion. 

RHODESIA.—Your Bank has 
acquired the entire Issued Share Capital 
of the Credit Corporation of Rhodesia. 
This well-established Hire Purchase 
company operates throughout the Fed- 
eration of Central Africa. 


UGANDA. — The Government- 
sponsored £5,500,000 Uganda Develop- 
ment Corporation, established to assist 
the economic development of the Pro- 
tectorate, and this Bank have joined 
forces in establishing Lombard Banking 
(Uganda) Limited, which will provide 
short and medium term finance to in- 
dustry, commerce and agriculture. 


FAR EAST.—Lombard Banking (Far 
East) Limited has been established in 
Singapore and Lombank (Malaya) 
Limited in Kuala Lumpur to undertake 
normal banking and finance business in 
Singapore, Federation of Malaya and 
Hong Kong. 

Your Board are convinced that these 
overseas investments will achieve appro- 
priate rewards with the passage of time. 

We extend our thanks to our pro- 
fessional advisers, good friends in the 
City of London and throughout the 
world, whose advice, interest and friend- 
ship contribute so materially to our 
success. 

The report and accounts were 
adopted. 








ROME 
ESTABLISHED 1605 
Capital and reserve funds: Lit. 2.150.000.000 
THE ANNUAL GENERAL MEETING of the Banco di Santo Spirito was 


held in Rome on the 19th April, 
Sacchetti being in the chair. 


BALANCE SHEET AT 3ist DECEMBER, 1957 


LIABILITIES 
Lit. 
Capital 750.000.000 
Reserves 1.080.000.000 
Deposits 46.109.724.740 


58.842.693.510 
3.336.038.434 


Current Accounts(Creditors) 

Bankers’ Drafts , 

Government Revenue Col- 
lection 


, 5.075.411.905 
Creditors (Bills Reduces’). . 


1.998.839.965 





Miscellaneous Creditors .. 8.647.394.555 
Staff Retirement Fund 3.400.000.000 
Assets Rediscounted 996.584.346 
Profit Balance ape ini for- 
ward ; 6.647.836 
Net Profit 1957 403.883.217 
130.647.218.508 
Unsecured Accounts 6.619.867.790 


Counter Accounts 69.880.579.558 





207.147.665.856 





‘ ‘ 
It was further resolved to transfer Lit. 
dividend of Lit. 50 (10°.) per share. 


- 


1958, 


ASSETS 


Cash and Balances with 


other Banks 


Bills and Government Bonds 


Securities: 
Real Estate Securities 
Miscellaneous Shares 
Holdings 


Stock Exchange Transactions 


Bills on Hand 

Current Accounts (Debtors) 

Government Revenue Col- 
lection 

Staff Retirement Fund 

Miscellaneous Debtors 

Drafts for Collection 

Premises 

Furniture, Pistuves and Fit- 
tings “ 7 


Unsecured Accounts 
Counter Accounts 


320.000.0000 to reserves and 


8, the Marchese Giovanni 
The following Balance Sheet was approved: 





BANCO DI SANTO SPIRITO 





Battista 


Lit. 


6.542.897.232 
34.689.876.681 


3.540.262.787 
746.654.339 
465.564.198 
6.169.623.834 
32.838.077.643 
33.384.268.042 


514.018.278 
2.456.636.444 
1.915.881.271 
6.836.069.245 

547.388.513 





130.647.218.508 
6.619.867.790 
69.880.579.558 





207.147.665.856 





to distribute a 














TRUSTEE DEPARTMENT of 
well known Insurance Company 
has vacancy in Head Office in 
London for a man (age not exceed- 
ing 35) having a knowledge of 
Executorships and ‘Trusteeships. 

Good Prospects. 
Box A. 811, c/o Central News Ltd., 


Pemberton House, 
East Harding Street, E.C.4 
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Where theres a 
will there's a way 
to help a child 
like this 


When advising on wills and bequests, don't § 


forget the N.S.P.C.C. and its never - ending 
struggle against cruelty and neglect. 


N.S.P 


VICTORY HOUSE, 


LEICESTER SQ., 


c.c 


LONDON, W.C.2 
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DEUTSOCWES BANU 


AKTIENGESELLSCHAFT 
BALANCE SHEET AS AT DECEMBER 31, 1957 


(abridged) 
ASSETS LIABILITIES 
DM. DM. 
Liquid Assets (Cash in Capital 200.000.000,— 
Hand, due from Land Reserves a 180.000.000,— 
Central Bank, Credit Pensions Reserve .. 123.159.000,— 


Reserves for Special Pur- 
poses (including Taxes) 79.035.664,93 
Deposits of which: 
Sight Deposits .. 3.539.385.381,54 
Time Deposits .. .. 2.433.725.062,— 
Savings Deposits .. 1.150.550.225,78 
Borrowed Funds (Nostro 
Liabilities) .  159.585.906,47 
Own Acceptances and Pro- 
missory Notes in Circu- 
lation 


Institutions (Nostro 
Balances) and others) .. 1.249.626.466,60 
Bills of Exchange . . .. 1.972.679.237,33 
Treasury Bills and Non- 
Interest - Bearing Treas- 
ury Bonds of the Ger- 
man Federal Govern- 
ment and the Lands 
Foreign Treasury Bills and 
Non-Interest-Bearing 
Treasury Bonds 


146.166.172,93 


310.213.157,72 14.855.089,08 


Securities 567.902.260,34 Loans taken at Long Term 338.450.538,99 

Equalisation Claims on the Other Liabilities . 112.795.810,24 
Government (Currency Profit 25.157.860,— 
Reform) . ; 466.355.465,68 

Holdings in Sy ndicates 174.174.666,26 

Debtors . 2.780.414.644,89 


374.775.768,09 

58.200.000,— 
133.800.000,— 
122.392.699,19 


Long-term Loans . 
Participations 
Real Estate 
Other Assets 








Total Assets .. - 8.356.700.539,03 Total Liabilities _ 8.356.700.539.03 








PROFIT AND LOSS ACCOUNT FOR THE YEAR 1957 
EXPENDITURE —— 


DM. 
Expenditure on Personnel = 152.025.364,39 Interest and Discount 145.155.331,24 


Expenditure for Social Commissions and Fees 232.990.062,51 
Purposes, Welfare and 
Pensions. 25.217.312,36 

Other Operating Expenses 51.097.427,51 

Taxes and Similar Dues .. 94.647.429,49 


Allocation to Special Re- 
serve Fund : ; 30.000.000,— 
Profit aye me ~ 25.157.860,— 


- 378.145.393.75 





378.145.393,75 











Frankfurt (Main), April, 1958. 
SUPERVISORY BOARD 


Oswald Roésler, Diisseldorf, Chairman; Karl Schirner, Freiburg (Breisgau), Deputy Chairman; Dr. Edgar 
Wiegers, Hamburg, Deputy Chairman; Kurt Beindorff, Hannover; Dr.-Ing. Konrad Ende, Salzgitter-Dritte; 
Richard Freudenberg, Weinheim (Bergstrasse); Dr. Walther Gase, K6In; Dr. Hans Goudefroy, Miinchen; 
Richard C, Giitermann, Gutach (Breisgau); Professor Dr. Dr. E.h. Ulrich Haberland, Leverkusen; Dr. -Ing. 
E.h. Franz Hellberg, K6ln; Hermann Helms jr., Bremen; Dr. Jost Henkel, Diisseldorf; Dr. Ginter Henle, 
Duisburg; Max Hoseit, Essen; Dr. Dr.-Ing. E.h. Fritz Konecke, Stuttgart; Dr. Adolf Lohse, Miinchen; Dr. 
Hans Karl von Mangoldt-Reiboldt, Miinchen; Dipl-Ing. Herbert Munte, Braunschweig; Bernhard H. Niehues, 
Nordhorn; Dr.-Ing. E.h. Willy Ochel, Dortmund: Dip.-Ing. Albert von Ostermann, Salach (Wiirttemberg); 
Ernst La Pierre, Hamburg; Philipp F. Reemtsma, Hamburg; Dr.-Ing. E.h. Hans Reuter, Duisburg; Dr.-Ing. 
E.h. Ernst von Siemens, Miinchen; Generaldirektor Werner Séhngen, Essen; Dr. Dr. h.c. Ernst Hellmut 
Vits, Wuppertal-Elberfeld; Casimir Prinz i ance Frankfurt (Main); Otto Wolf von Amerongen, K6in; 
Professor Dr. Dr. h.c. Dr. -Ing. E.h. Carl rster, Ludwigshafen (Rhein): Wilhelm Zangen, Diisseldorf. 
Representatives of the Staff: Otto Altendorf, Bielefeld; Heinrich Braun, Frankfurt (Main); Hans Helmut 
Buchner, Mainz; Bernhard Drewitz, Berlin; Joachim Feldmann, Disseldorf; Edmund Herbst, Hamburg; 
Margarete Klein, Diisseldorf; Heinrich Kuss, K6In; Hanns Meiller, Mannheim; Werner Muthmann, Wupper- 
tal-Elberfeld; Albrecht Paecher, Stuttgart; Ludwig Raiss, Mannheim; Arthur Riester, Freiburg (Breisgau); 
Hugo Schiirhoff, Hagen (Westfalen); Paula Stenger, Stuttgart; Ludwig Stifter, Miinchen. 


BOARD OF GENERAL MANAGERS 


Hermann J. Abs, Erich Bechtolf, Dr Robert Frowein, Fritz Gréning, Dr Hans Janberg, Dr Karl Klasen, 
Heinz Osterwind, Dr Clemens Plassmann, Jean Baptist Rath, Dr Walter Tron, Franz Heinrich Ulrich. 
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NORTH BRITISH AND MERCANTILE INSURANCE 





New Life Business Again a Record 





HE annual general meeting of North 

British & Mercantile Insurance Company 

Limited will be held on May 8 in Edin- 
burgh. 

The following is an extract from the circu- 
lated statement of the Chairman, Mr. Cyril H. 
Kleinwort: 

Fire Department.—Premium income _in- 
creased during the year by £1,013,355 to 
£19,493,845, whilst losses at £10,905, 898 show 
an increase of £1,000,499 over the figure of 
£9,905,399 in the previous year. The loss 
ratio was 55.94 per cent., against 53.60 per 
cent. in 1956. We have a loss on our Fire Ac- 
count of £889,435, 4.56 per cent. The loss in 
the previous year was £412,550, 2.23 per cent. 

Casualty Department.—Total casualty pre- 
miums reached the record total of £10,769,953, 
an increase of £1,341,355 over the 1956 figure. 
Total claims incurred were {5,882,767, against 
£5,453,510, the percentage of claims to pre- 
miums being 54.62 per cent., compared with 
57.84 per cent. for 1956. 

There is an underwriting loss of £426,044, 
3.96 per cent., of premiums compared with an 
underwriting loss of £282,253, 2.99 per cent., 
of premiums for 1956. 

Marine Department.—The Marine premium 


income for 1957 was £1,925,876, which com- 
pares with 1,837,418 in 1956. We have 
transferred the sum of £334,649 from our 
Marine Fund to Profit and Loss Account. 

Life Department.—The new business was 
again a record, the new sums assured after 
deduction of reassurances given off being almost 
£16,000,000, representing an increase of 11 per 
cent. on the previous year’s total. 

Consolidated Profit and Loss Account.—In- 
terest on investment amounts, after deduction 
of income tax, to £1,228,399, compared with 
£1,171,492 in 1956. Credit has been taken for 
a further share of one-fifth of the profit from 
the last valuation of the Life Branch, leaving 
one-fifth in reserve. The operations in the 
Fire, Accident and Marine Departments during 
the year entailed a net loss of £980,830, which 
compares with a net loss of £355,637 in 1956. 

he proposed dividend of 2s. 3d. per share 
and the Preference dividend will absorb 
£751,812. 

United Kingdom ‘Taxes amount to £19,615 
and Overseas Taxes charged to this account 
£140,751. We have made the usual transfers 
to the Staff Pension Fund and the Widows’ 
Pension Fund, and are left with a final balance 
on the account of £13,292,419. 





For the latest authoritative information consult us. Whatever your 


interests - present or projected-our expert services are at your 

disposal. We welcome enquiries and particularly invite business 

men to use the Bank’s Trade Enquiry facilities. Branches in 

Melbourne and Sydney (Australia); Apia (Samoa); Suva, Lautoka, 
Labasa, Ba and Nadi (Fiji). 


Bank of New Zealand 


Head Office: Wellington, N. Zealand. R. D. Moore, General Manager 
London Main Office, 1 Queen Victoria Street, EC4 
Manager, A. R. Frethey. Asst. Manager, A. E. Abel 
Piccadilly Circus Office: 54 Regent Street, W1 


incorporated with Limited Liability in New Zealand in 186! 
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surveying {4 
Continuous appraisal and analysis 


of every phase of the American business 
scene is characteristic of Chase Manhattan. 


Our network of correspondents is the largest anemens 
in the United States, enabling us to offer mer en 
° 7 . aris 
fast and efficient service. Frankfurt/Main 
Beirut 
For an accurate survey of the American ein 
e 7 . ° saka 
picture as it concerns specific businesses, Havana 
Why don’t you talk to the people at a 9c a 
Chase Manhattan ? Santurce 
Rio Piedras 
Panama 
4% Colon 
HE CHASE MANHATTAN BANK bm 
Cristobal 
Incorporated with Limited Liability under the laws of the State of New York Balboa 
eeeeeenveeskeeveeeenseee#enseeeeeeee3eneeeeeeeeeeneneeeeeneneee? @ 
London : 6 Lombard Street, E.C.3 - 46 Berkeley Square, W.! Offices of 


The Chase Manhattan Executor & Trustee Corporation Limited 


6 Lombard Street, E.C.3. Mexico, D.F. 


Buenos Aires 
Rome 
Bombay 
Caracas 














THE STATE BUILDING SOCIETY 





HE 27th annual general meeting of 
The State Building Society was held 


on Tuesday, 25th March, 1958, in 
London. 
Mr. Noel Cow, A.C.A. (the Chairman), 


presided and, in the course of his speech, 
said: 

It is my pleasure and privilege to preside 
again at the Annual General Meeting of the 
Society—particularly as I am again able to 
report another record year—this is the fifth 
year running that I have been able to say this. 

The year 1957 was a difficult one for 
Building Societies in general—the credit 
restriction conditions materially worsened 
and the climax was the unpredicted 2 % rise 
in the Bank rate—the consequent lack of 
funds for investment, followed by cash with- 
drawals to be placed into more profitable 
sources. Building Societies are vulnerable 
in times of crisis—they accept money on 
short terms (usually payable at one month’s 
notice) and then loan long-term mortgages 


from 10 to 20 years and sometimes longer 
than that. It is for that reason that a good 
Building Society maintains a cash and 


liquidity position of not less than 10% of 
its total assets. 

It became immediately apparent to our 
Board that action to restore the confidence 
of Investors was essential. As we are not 
members of the Building Societies Associa- 
tion and have not to await a lead from them 
as to what steps we should take to meet the 
situation, our Board, after due consideration, 
decided upon Fixed Term _ Investment 
Shares whereby the Society offered a 4% 
higher rate of interest than our normal rate 
as a guaranteed minimum in consideration 
of investments definitely fixed for 3- to 5- 
year periods. 

How right we were—the idea was an 
immediate success and at the 31st December 
last over 25% of our Share investment 
moneys were fixed for 3- and 5-year terms. 

I think we are the only Society in this 
fortunate position, whereas today, namely— 
since the publication of these accounts— 
we are materially better for over 40% of our 
Share investment funds are secured for 
3 to 5 years firm and our Assets now exceed 
£734 million sterling. 

Another fact of which we are proud—our 
Trustee Securities at market value are in 
excess of cost price—many Societies in 
their Balance Sheets carry Trustee Securities 
at cost, which at market prices would show 
losses between 20% and 25%. In this 
connection we would like to see that all 


- 


———— > ——— 
ANOTHER RECORD YEAR 
——— > —— 

ASSETS EXCEED £6,375,000 


for the information of 


Building Societies, 
their Shareholders, make a separate pro- 
vision for any temporary shrinkage in the 
value of their Trustee investments and not 
merely make a note underneath their total 
investments in their Balance Sheet of the 
market value at the 31st December last or 
at the date of their annual accounts, which- 
ever date applies. We think it misleading 
that a reserve should be called General 
Reserve Account when part of it is needed 
for a specific purpose, namely—the loss on 
the ‘Trustee investment. 


The Accounts 


You will see from the new form of printed 
accounts following the Registrar’s new 
A.R.II form that comparative figures for 
1956 against the year under review are 
shown. 


Shares and Deposits 


New Subscriptions were no less than 
£2,150,069, and after providing for with- 
drawals our net increase was £1,655,307. 
Our Share Account is now £5,732,906— 
with a membership of 11,853. The average 
investment is £485. There was a net in- 
crease in Deposits of £37,865 to £225,434. 
Depositors total 471. 


Mortgages 
We provided {2,366,111 of new loans 


during the year, and after allowing for mort- 
gage redemptions we finished the year with 
£5,457,043, an increase of £1,497,309. 
There are 7,160 mortgagors and the average 
loan is £762. 

Reserves 


Subject to your approval we suggest that 
our surplus of £74,596 be allocated to: 
No. 6 General Reserve Accounts £72,500 
No. 7a Office Premises Reserves £1,500 
and the balance to our Carry Forward. 
Our Reserves and Carry Forward total 
£208,322, which equals 3.27% of our total 
assets. The surplus of £74,596 is far and 
away larger as a percentage than most 
Societies are able to show for the year 1957, 
and there are many Societies of three and 
four times our size who cannot show any- 
where near this amount. 


Mortgage Losses Reserve Account 


Last year we transferred £1,000 to this - 


account because it was a new heading under 
the Registrar’s A.R.II form, but we have 
not found it necessary to increase this sum 
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as the Society have not had any mortgage 
loss during the year. 


Office Premises Reserve 
A further £1,500 has been added to this 


account providing for the amortisation of 
the lease of our Head Office. 
Liquidity 

Cash and ‘Trustee Securities at market 
value on the 31st December last amounted 
to £825,864, equalling 12.95% of total 
Assets. ‘The Building Societies Association 
recommends a minimum of 74% the safe 
margin to hold. 

Assets 

Our Assets now total {£6,375,634, an 
increase of £1,827,047—new records over 
all previous years. Although we loaned 
{2,366,000 during the year, applications for 
mortgage far exceeded the funds available. 
Our policy of loaning on the older type of 
houses—of sound structural condition—has 
been justified. ‘The passing of the 1957 
Rent Act has in effect maierially improved 
our margin of security and our loans thereon 
now represent less than half of the current 
value of these properties. 


New Investment Rates 


There has been quite a lot of publicity 
hinting that it is not safe or prudent to 
invest in any Society that pays a higher rate 
of interest than that recommended by the 
Building Societies Association, but in our 
case these remarks are not substantiated by 
the facts. Many Societies now realise that 
to compete in the money market they must 
come into line with modern conditions and 
how out of place the above remarks appear 
when members of the larger Societies, all 
who are members of the Building Societies 
Association, are offering on deposit a higher 
rate of interest than on their Investment 
Shares. 

In conclusion I would like to mention a 
few of the more interesting statistics which 
I have extracted from the Building Societies 
Year Book which is, as you are no doubt 
aware, a most comprehensive survey of the 
Building Society movement. 


The 1957 Year Book, which publishes all 
accounts ending 31st December, 1956, or 
during that year, shows our Society to be 
70th amongst 782 active Building Societies. 
This is a most remarkable achievement if 
you will bear in mind that only in 1952, 
namely four years earlier, we were in the 
197th place. But I am pleased to say our 
progress does not stop there and I am 
certain when the 1958 Year Book is published 
for the year ending 31st December, 1957, 
you will find our Society has moved still 
further up in the list. 

However, we have not only grown in size 
but also in strength—in our Reserves. Re- 
serves, as you are no doubt aware, can only 
be built up over a period of years, and we are 
really a young Society by comparison with 
most other Societies, namely, we are today 
only 27 years old, yet, what is our position so 
far as Reserves go? Again, by comparison 
amongst 246 Societies with Assets of over 
half a million pounds, we come out with 
flying colours. ‘The reason is easy to see— 
one-sixth of these Societies have a smaller 
percentage of reserves than our Society, but 
are some 30 to 80 years older than we are. 

Further, whilst not wishing to criticise 
other Societies, their Trustee Securities have 
substantially depreciated but no specific sum 
has been provided against their reserves for 
these obvious and actual losses; but our 
Society has no loss on its Trustee Invest- 
ments. On the contrary, we show a profit. 

I could continue with further examples of 
our success and our impartial judgment but 
I think I have said sufficient to point out 
why it is safe and prudent to “ Invest in the 
State.’”” Our motto remains with justifica- 
tion and I am sure you will agree—* For 
Safety Invest in the State.”’ 

Finally, I would like to say before finish- 
ing, that such an achievement would not be 
possible without the drive and foresight of 
our Managing Director, Mr. H. H. Murray, 
and the very willing co-operation of our 
Board and all our Staff for, believe me, it 
means very hard work and carefully planned 
administration to cope with the extra work 
occasioned by such growth as we have made. 

The report was adopted. 














TO BANK MANAGERS 





Please consult us—we have been established 


since 


1772 — regarding your 


customers’ 


JEWELLERY, SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON, LTD. 


By appointment 
To Her Majesty The Queen 
Medallists 


5, 6 and 7 King Street, 
St. James’s, LONDON, S.W.1 5 lines 


Tel.: WHitehall §275 


xlix 











[oO 
2 





O 
INTEREST 


INCOME TAX PAID BY SOCIETY 


Security 
for your 
Savings 











ASSETS OVER £6,000,000 


Birmingham Citizens 


PERMANENT BUILDING SOCIETY 
Mitt, 


20, BENNETTS 


Director & Secretary 
L. GOODE 


ABSOLUTE SECURITY 


An ideal investment with no charges or 














stamp duty. Interest paid half-yearly. 


NO CAPITAL FLUCTUATION 


Full details from 


58 KING STREET, 
MAIDENHEAD 
Phone 3571/2 











BUILDING SOCIETY 
Fstablished (899 





Member of the Building Societies Association | 












Your investment 
programme is not 
complete if it does not 
include the Birmingham 
Citizens Permanent 
Building Society. You 
can invest up to £5,000 
with non-fluctuating 
security either on 
Share or Deposit 
accounts. Prospectus 
and Balance Sheet will 
be forwarded on 
request. 










BIRMINGHAM 2 


Telephone : 
MIDiand 2954-5 












right direction by opening © 
a Subscription Share. 
in the Bradford’ 
Permanent. With the addition 
of interest at 4% (income tax paid by the 
Society), considerable sums quickly accumulates 






Account 











from small regular savings. 


¢ 





ASSETS $ Generali 
exceed Manager: exc 
€21,000,900 @ €E. G. LEWIS. F.B.S. £1,100,000 ; 


BRADFORD PERMANENT | 
Visa liAifmitlagtinnka 


41-43 SUNBRIDGE ROAD, BRADFORD 
Tel.: 25144 (5 lines) 


London Office: 6 MADDOX ST., W.! 
Tel.: MAYfair 8538 















